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EXECUTIVE	  SUMMARY	  

	  
Overview	  
Heartland	  was	  engaged	  to	  assist	  the	  City	  of	  Issaquah	  with	  evaluating	  the	  market	  for	  TDRs	  as	  part	  of	  
proposed	  revisions	  to	  the	  land	  use	  code	  for	  the	  Central	  Issaquah	  Subarea	  (CIP).	  This	  involved	  first	  
developing	  a	  recommended	  base	  Floor	  Area	  Ratio	  (FAR)	  to	  be	  allowed	  as-‐of-‐right	  under	  the	  new	  code.1	  	  
From	  there,	  we	  examined	  the	  increment	  available	  between	  the	  base	  FAR	  and	  the	  max	  FAR,	  and	  looked	  at	  
the	  application	  of	  Transferrable	  Development	  Rights	  (TDR)	  as	  the	  primary	  mechanism	  by	  which	  to	  achieve	  
this	  additional	  density.	  	  
	  
Base	  FAR	  
To	  determine	  necessary	  base	  FAR,	  Heartland	  developed	  a	  financial	  model	  that	  solved	  for	  residual	  land	  
value	  in	  excess	  of	  current	  land	  values	  in	  the	  Central	  Issaquah	  Marketplace.	  Based	  on	  recent	  land	  sales,	  we	  
determined	  this	  “hurdle	  value”	  to	  be	  in	  the	  range	  of	  $30.00	  to	  $40.00	  per	  square	  foot.	  	  
	  

Residential	  
Heartland	  modeled	  a	  variety	  of	  different	  density	  assumptions	  under	  a	  range	  of	  market	  inputs	  in	  
order	  to	  test	  sensitivities.	  Based	  on	  our	  analysis,	  the	  base	  FAR	  needs	  to	  be	  1.70	  as	  of	  right	  in	  the	  
CIP,	  at	  least	  within	  the	  Urban	  Core.	  At	  market	  maturity,	  this	  level	  of	  density	  can	  support	  a	  20	  
percent	  inclusionary	  affordable	  housing	  requirement	  at	  an	  average	  affordability	  of	  70	  percent	  of	  
Area	  Median	  Income	  (AMI)	  if	  twinned	  with	  a	  12-‐year	  Multi-‐Family	  Property	  Tax	  Exemption	  
(MFTE),	  and	  still	  meet	  the	  
threshold	  land	  value	  of	  $30	  
PSF.	  For	  pioneering,	  first	  stage	  
projects,	  however,	  rent	  levels	  
will	  not	  support	  this	  level	  of	  
affordability.	  We	  would	  
recommend	  allowing	  units	  
targeted	  at	  90	  percent	  AMI	  to	  
satisfy	  the	  affordability	  
requirement	  for	  the	  first	  wave	  
of	  pioneering	  projects	  in	  each	  
district,	  then	  ratcheting	  down	  
the	  affordability	  requirement	  
once	  a	  certain	  level	  of	  
development	  is	  achieved	  in	  
each	  district.	  	  
	  
Commercial	  
Heartland	  modeled	  a	  variety	  of	  
different	  density	  assumptions	  
under	  a	  range	  of	  market	  inputs	  
in	  order	  to	  test	  sensitivities.	  Based	  on	  our	  analysis,	  the	  recommended	  base	  FAR	  for	  commercial	  
office	  uses	  should	  be	  set	  somewhere	  between	  a	  1.25	  FAR	  and	  a	  1.50	  FAR,	  depending	  on	  the	  
desire	  to	  see	  ground-‐floor	  retail	  uses	  in	  the	  earlier	  stages	  of	  prototype	  property	  redevelopment.	  	  
	  

                                                
1	  FAR	  =	  Gross	  Building	  Area	  /	  Land	  Square	  Feet,	  where	  Gross	  Building	  Area	  =	  Above	  Grade	  Building	  Area,	  excluding	  parking	  (and	  
sometimes	  mechanical	  areas);	  and	  Land	  Square	  Feet	  =	  Land	  Area	  gross	  of	  any	  easements,	  impervious	  requirements,	  surface	  parking,	  
and	  public	  ROW	  dedication.	  	  
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Minimum	  FAR	  
Determination	  of	  a	  base	  FAR	  prescribes	  how	  much	  density	  is	  allowed	  without	  charging	  for	  it.	  However,	  it	  
does	  not	  prevent	  people	  from	  underbuilding	  relative	  to	  what	  is	  allowed	  by	  code.	  This	  is	  accomplished	  by	  
establishing	  a	  minimum	  FAR.	  A	  minimum	  FAR	  indicates	  the	  City’s	  willingness	  to	  forgo	  a	  certain	  level	  of	  
development	  that	  is	  not	  indicative	  of	  the	  type	  of	  urban	  form	  they	  want	  to	  see	  engendered	  by	  the	  revised	  
CIP	  zoning	  code.	  	  
	  
Should	  the	  City	  desire	  to	  establish	  a	  minimum	  density	  requirement,	  we	  recommend	  this	  be	  set	  above	  
what	  is	  achievable	  by	  relying	  entirely	  on	  surface	  parking,	  and	  below	  the	  density	  achievable	  by	  relying	  
entirely	  on	  wrapped	  or	  structured	  parking.	  Based	  on	  our	  analysis,	  this	  equates	  to	  a	  0.75	  FAR	  for	  
residential	  development	  and	  0.50	  FAR	  for	  commercial	  development.	  	  
	  
Maximum	  FAR	  
Heartland	  analyzed	  the	  density	  achievable	  based	  on	  the	  maximum	  zoning	  envelope	  prescribed	  by	  the	  
draft	  development	  regulations,	  which	  allow	  a	  density	  ranging	  between	  0.5	  FAR	  –	  5.0	  FAR	  depending	  
which	  of	  the	  six	  (6)	  zones	  a	  property	  is	  located	  in.	  In	  multiplying	  the	  area	  encompassed	  by	  each	  zone	  and	  
the	  maximum	  density	  allowed	  in	  each	  zone,	  we	  determined	  the	  weighted	  average	  max	  density	  across	  all	  
758	  acres	  in	  the	  CIP	  (net	  of	  Rowley’s	  properties,	  which	  are	  not	  subject	  to	  the	  CIP	  code)	  to	  be	  3.74	  FAR.	  For	  
the	  204	  acres	  considered	  to	  have	  redevelopment	  potential	  over	  the	  30-‐year	  planning	  horizon,	  the	  
weighted	  average	  max	  density	  increases	  to	  4.04	  FAR.	  	  
	  
However,	  the	  zoning	  allowed	  by	  the	  draft	  regulations	  is	  not	  actually	  attainable	  given	  market	  inferences	  as	  
to	  parking	  counts,	  unit	  sizes,	  and	  the	  like.	  This	  reduces	  the	  practical	  weighted	  average	  max	  density	  to	  2.70	  
FAR	  across	  the	  entire	  CIP,	  and	  2.86	  FAR	  for	  the	  redevelopable	  properties.	  	  
	  
Incremental	  FAR	  
With	  the	  base	  FAR	  and	  maximum	  FAR	  determined,	  calculating	  the	  incremental	  FAR,	  or	  bonus	  density	  
available	  for	  fee,	  is	  a	  relatively	  straightforward	  exercise.	  Quite	  simply,	  the	  incremental	  FAR	  is	  determined	  
by	  subtracting	  the	  weighted	  average	  base	  FAR	  from	  the	  practical	  maximum	  weighted	  average	  density.	  	  
	  
Based	  on	  Heartland’s	  inferences	  as	  to	  recommended	  base	  FAR,	  acreage	  included,	  land	  use	  mix,	  and	  
average	  unit	  size,	  the	  weighted	  average	  base	  density	  across	  the	  entire	  758	  acres	  in	  the	  CIP	  is	  1.33	  FAR.	  
This	  increases	  slightly	  to	  1.37	  FAR	  when	  looking	  only	  at	  the	  redevelopable	  parcels.	  	  
	  
When	  applied	  to	  the	  practical	  maximum	  weighted	  average	  density,	  this	  results	  in	  an	  incremental	  FAR	  
available	  to	  be	  earned	  through	  fee	  of	  between	  1.38	  FAR	  (all	  of	  CIP)	  and	  1.50	  FAR	  (redevelopable	  lands	  
only).	  The	  result	  when	  multiplying	  this	  increment	  by	  the	  amount	  of	  available	  land	  results	  in	  density	  
available	  to	  be	  earned	  through	  fee	  ranging	  from	  13.1	  million	  building	  square	  feet	  (redevelopable	  lands	  
only)	  to	  45.5	  million	  building	  square	  feet	  (all	  of	  CIP).	  	  
	  
If	  actual	  growth	  over	  the	  30-‐year	  planning	  horizon	  is	  more	  consistent	  with	  the	  EIS	  alternatives	  under	  
consideration,	  then	  a	  much	  more	  moderate	  amount	  of	  bonus	  density	  can	  be	  expected	  to	  be	  seen	  in	  the	  
CIP	  over	  the	  next	  30	  years.	  This	  is	  because	  the	  average	  FAR	  needed	  to	  accommodate	  the	  EIS	  growth	  
alternatives	  is	  much	  lower	  than	  the	  practical	  maximum	  weighted	  average	  density.	  This	  significantly	  
reduces	  the	  amount	  of	  FAR	  that	  would	  have	  to	  be	  earned	  in	  order	  to	  meet	  the	  growth	  targets.	  	  
	  
TDR	  Analysis	  
With	  the	  base,	  minimum,	  maximum,	  and	  incremental	  FAR	  determined,	  we	  can	  now	  look	  at	  the	  application	  
of	  TDRs	  as	  a	  mechanism	  by	  which	  achieve	  bonus	  density.	  	  
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Sending	  Site	  Capacity	  
The	  City’s	  current	  TDR	  program	  has	  an	  estimated	  814	  total	  potential	  development	  rights	  
available	  through	  existing	  sending	  sites.	  There	  are	  an	  additional	  75	  development	  rights	  available	  
through	  the	  City’s	  ILA	  with	  King	  County,	  with	  the	  two	  municipalities	  currently	  in	  discussions	  to	  
expand	  the	  ILA	  to	  encompass	  all	  lands	  within	  the	  Issaquah	  Creek	  Basin.	  This	  would	  increase	  the	  
number	  of	  development	  rights	  available	  for	  transfer	  from	  75	  to	  between	  542	  and	  1376.	  Across	  
both	  sending	  site	  areas,	  then,	  there	  are	  between	  1,356	  and	  2,190	  TDRs	  available.	  	  
	  
Receiving	  Site	  Values	  
Heartland	  researched	  all	  sales	  of	  land	  on	  the	  Eastside	  since	  2000,	  and	  from	  this	  delineated	  the	  
sales	  of	  parcels	  over	  an	  acre	  in	  size	  with	  planned	  development	  in	  excess	  of	  1.0	  FAR.	  The	  average	  
land	  sale	  price	  for	  these	  developments	  was	  approximately	  $20	  per	  buildable	  square	  foot	  (BSF).	  
Deductions	  to	  this	  number,	  to	  perhaps	  $15	  per	  BSF,	  may	  be	  warranted	  to	  further	  incent	  
participation	  in	  the	  incentive-‐zoning	  program.	  This	  number	  -‐	  $15	  per	  BSF	  -‐	  forms	  the	  basis	  of	  our	  
conclusion	  of	  value	  of	  what	  developers	  can	  afford	  to	  pay	  for	  land	  in	  the	  receiving	  sites	  at	  the	  
densities	  contemplated	  by	  the	  draft	  development	  regulations.	  
	  
Sending	  Site	  Values	  
King	  County’s	  banked	  transaction	  prices	  for	  land	  within	  the	  Issaquah	  Creek	  Basin	  (“Basin”)	  have	  
ranged	  from	  $25,000	  to	  $60,000	  per	  TDR.	  This	  contrasts	  significantly	  with	  the	  average	  sale	  price	  
for	  all	  properties	  within	  the	  Basin,	  which	  averaged	  $228,500	  across	  108	  sales	  going	  back	  to	  2007.	  
More	  recent	  sales	  of	  larger	  properties,	  brings	  this	  average	  down	  to	  a	  range	  of	  $107,000	  to	  
$131,000.	  	  
	  
Conservation	  /	  Natural	  Resource	  Value	  
Heartland	  pulled	  the	  assessed	  values	  for	  properties	  in	  the	  Basin	  benefitting	  from	  the	  State’s	  
Open	  Space	  Taxation	  Act	  in	  order	  to	  determine	  the	  remainder	  value	  of	  properties	  that	  have	  had	  
all	  their	  development	  rights	  transferred	  off-‐site	  but	  otherwise	  retain	  their	  bundle	  of	  property	  
rights.	  Across	  the	  145	  properties	  benefitting	  from	  this	  program	  in	  the	  Basin,	  this	  value	  averaged	  
$914	  per	  acre,	  but	  varied	  considerably	  depending	  on	  the	  designation;	  Designated	  Forest	  
property	  averaged	  a	  low	  of	  $166	  per	  acre,	  while	  land	  designated	  Green	  averaged	  $2,250	  per	  
acre.	  There	  was	  also	  significant	  variation	  within	  the	  averages.	  	  
	  
Depending	  on	  the	  whims	  of	  the	  City	  in	  creating	  policy,	  these	  natural	  resource	  values	  could	  be	  
deducted	  from	  the	  otherwise	  established	  transaction	  value	  since	  they	  remain	  value	  to	  be	  
captured	  by	  the	  sending	  site	  property	  owner.	  Alternately,	  they	  could	  be	  ignored	  in	  determining	  
needed	  exchange	  rates,	  in	  which	  case	  they	  would	  serve	  as	  an	  added	  incentive	  to	  the	  sending	  site	  
owner	  to	  participate	  in	  the	  TDR	  program.	  	  

	  
Exchange	  Ratio	  
Given	  the	  extreme	  variability	  in	  the	  sending	  site	  
transaction	  values,	  Heartland	  recommends	  utilizing	  a	  
floating	  transfer	  rate,	  where	  the	  transfer	  rate	  is	  
determined	  by	  dividing	  the	  sending	  site	  value	  
contract	  price	  by	  the	  amount	  developers	  can	  pay	  on	  
the	  receiving	  end,	  which	  is	  a	  fixed	  value.	  Presuming	  
developers	  can	  afford	  to	  pay	  $15	  per	  BSF	  on	  the	  
receiving	  end	  for	  additional	  density,	  a	  floating	  
transfer	  rate	  would	  result	  in	  the	  ability	  for	  
developers	  to	  build	  one	  (1)	  additional	  BSF	  for	  every	  
$15	  in	  sending	  site	  value.	  By	  extension,	  at	  $100,000	  
in	  sending	  site	  value,	  this	  would	  result	  in	  developers	  
gaining	  the	  right	  to	  build	  6,667	  additional	  BSF	  in	  the	  receiving	  area	  ($100,000/$15).	  	  
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TDR	  Capacity	  to	  Meet	  Receiving	  Area	  Demand	  
Finally,	  we	  looked	  at	  the	  total	  potential	  number	  of	  TDR	  sending	  site	  credits	  to	  determine	  if	  there	  
were	  enough	  credits	  to	  supply	  all	  potential	  bonus	  density	  available	  in	  the	  CIP	  receiving	  area.	  The	  
results	  show	  that	  in	  looking	  at	  redevelopment	  of	  the	  entire	  CIP	  (net	  of	  Rowley)	  –	  758	  acres	  -‐	  
there	  is	  more	  increment	  available	  in	  the	  receiving	  areas	  than	  there	  is	  capacity	  within	  sending	  site	  
areas	  under	  consideration,	  thus	  opening	  the	  door	  to	  alternative	  means	  by	  which	  to	  earn	  bonus	  
density,	  such	  as	  provision	  of	  on-‐site	  amenities	  or	  creation	  of	  affordable	  housing.	  	  
	  
There	  are	  potential	  instances,	  however,	  where	  TDR	  could	  account	  for	  almost	  all	  potential	  bonus	  
density	  in	  looking	  only	  at	  the	  portion	  of	  the	  CIP	  that	  has	  redevelopment	  potential	  over	  the	  30-‐
year	  planning	  horizon.	  For	  this	  to	  occur,	  however,	  there	  would	  have	  to	  be	  an	  extremely	  robust	  
level	  of	  participation	  in	  the	  TDR	  program,	  on	  the	  level	  of	  100	  percent	  of	  eligible	  owners	  
participating.	  Given	  the	  unlikelihood	  of	  this	  occurring,	  it	  makes	  sense	  to	  enable	  other	  
mechanisms	  through	  which	  developers	  can	  earn	  additional	  density	  above	  the	  base.	  	  
	  

Conclusion	  
Given	  our	  recommendations	  as	  to	  minimum,	  base,	  maximum,	  and	  incremental	  FAR,	  there	  is	  both	  
significant	  density	  to	  be	  gained	  in	  the	  CIP	  through	  creation	  of	  an	  incentive	  zoning	  system	  and	  capacity	  to	  
accommodate	  the	  twin	  objectives	  of	  land	  conservation	  and	  affordable	  housing.	  	  
	  
In	  the	  near	  term,	  assuming	  actual	  growth	  is	  more	  consistent	  with	  the	  EIS	  alternatives	  under	  consideration,	  
then	  a	  much	  more	  moderate	  amount	  of	  bonus	  density	  can	  be	  expected	  to	  be	  seen	  in	  the	  CIP	  over	  the	  next	  
30	  years.	  	  
	  
Regardless,	  having	  an	  incentive	  zoning	  system	  is	  an	  important	  and	  valuable	  construct	  as	  it	  enables	  the	  City	  
to	  balance	  nicely	  in	  one	  package	  what	  could	  otherwise	  be	  competing	  objectives	  of	  economic	  
development,	  land	  conservation,	  and	  affordable	  housing,	  while	  addressing	  community	  concerns	  that	  a	  
new	  code	  not	  result	  in	  a	  huge	  windfall	  for	  developers	  and	  eliminate	  the	  ability	  of	  the	  code	  to	  support	  
desired	  public	  benefits.	  	  
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I.	  BASE	  FAR	  
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BASE	  FAR	  -‐	  OVERVIEW	  
	  
In	  setting	  the	  base	  FAR,	  both	  regulatory	  and	  market	  factors	  bear	  consideration.	  On	  the	  regulatory	  side,	  
maximum	  allowed	  height,	  FAR	  limits,	  restrictions	  to	  impervious	  surface	  area,	  and	  setbacks	  all	  serve	  as	  
limitations	  on	  bulk	  and	  massing.	  This	  means	  that	  the	  same	  FAR	  can	  be	  attained	  through	  different	  
combinations	  of	  these	  factors.	  	  
	  
On	  the	  market	  side,	  unit	  sizes,	  parking	  counts,	  circulation	  loss,	  and,	  for	  residential,	  practical	  upper	  level	  
lot	  coverage	  all	  impact	  achievable	  bulk	  and	  massing.	  	  
	  
Site	  Context	  
The	  Central	  Issaquah	  Planning	  area	  (“CIP”)	  consists	  of	  the	  900-‐acre	  commercial	  area	  on	  either	  side	  of	  I-‐90	  
as	  it	  passes	  through	  the	  City.	  The	  area	  today	  is	  very	  low-‐density	  in	  nature,	  predominated	  by	  large-‐format	  
retail	  centers,	  suburban	  office	  buildings,	  and	  extensive	  surface	  parking.	  Only	  10	  percent	  of	  the	  buildings	  
are	  three	  or	  more	  stories	  in	  height,	  and	  the	  density	  across	  all	  the	  CIP	  averages	  just	  0.25	  Floor	  Area	  Ratio	  
(FAR).2	  	  
	  
The	  plan	  being	  developed	  for	  the	  CIP	  endeavors	  to	  foster	  redevelopment	  from	  a	  collection	  of	  suburban	  
strip	  malls	  to	  a	  cohesive	  town	  center.	  The	  general	  vision	  for	  the	  sub-‐area	  is	  one	  of	  higher	  density,	  
vertically	  mixed-‐use	  development	  that	  is	  pedestrian-‐oriented	  in	  nature.	  	  
	  
Residual	  Land	  Value	  (RLV)	  
The	  key	  decision-‐making	  metric	  we	  used	  to	  determine	  the	  “as	  of	  right”	  zoning	  needed,	  was	  if	  our	  financial	  
analysis	  resulted	  in	  a	  Residual	  Land	  Value	  (RLV)	  in	  excess	  of	  current	  land	  values	  in	  the	  Central	  Issaquah	  
marketplace.	  Residual	  Land	  Value	  (RLV)	  is	  the	  price	  a	  buyer	  is	  able	  to	  pay	  for	  the	  land	  and	  meet	  required	  
profit	  /	  return	  expectations.	  It	  is	  based	  on	  the	  premise	  that	  land	  derives	  its	  value	  from	  the	  fact	  that	  it	  is	  a	  
necessary	  input	  or	  factor	  of	  production.	  People	  are	  willing	  to	  pay	  for	  land	  not	  because	  it	  has	  any	  intrinsic	  
value,	  but	  because	  of	  what	  it	  can	  be	  used	  for.	  The	  RLV	  is	  the	  amount	  leftover	  (the	  residual)	  after	  
accounting	  for	  all	  other	  factors	  of	  real	  estate	  development	  (revenues	  minus	  costs	  and	  required	  profit)	  and	  
thus	  represents	  what	  a	  developer	  could	  afford	  to	  pay	  a	  landowner	  for	  property.	  	  
	  
If	  the	  developer	  cannot	  afford	  to	  pay	  the	  landowner	  as	  much	  or	  more	  for	  the	  property	  as	  its	  value	  based	  
on	  other	  uses	  of	  the	  land,	  then	  the	  developer’s	  intended	  project	  is	  not	  the	  	  “Highest	  and	  Best	  Use”	  (HBU)	  
for	  the	  property.3	  
	  
Current	  Land	  Value	  as	  Hurdle	  Value	  
The	  first	  step	  in	  the	  process	  is	  to	  determine	  some	  baseline	  of	  current	  land	  values	  in	  the	  CIP,	  as	  this	  creates	  
the	  hurdle	  value	  that	  the	  redevelopment	  scenario	  must	  outperform.	  Land	  values	  are	  informed	  by	  sale	  
comparables,	  which	  fall	  into	  one	  of	  two	  buckets,	  either	  a	  value	  as	  vacant	  (assuming	  the	  property	  was	  
bought	  for	  redevelopment),	  or	  a	  value	  as	  improved	  (valued	  based	  on	  the	  present	  value	  of	  the	  income	  
stream	  of	  the	  current	  use,	  given	  a	  required	  yield,	  referred	  to	  as	  a	  capitalization	  rate).	  	  
	  
Sale	  prices	  for	  the	  11	  “as	  vacant”	  land	  sales	  that	  have	  occurred	  in	  Issaquah	  since	  the	  recession	  have	  
ranged	  from	  $25.00	  to	  $35.00	  per	  square	  foot	  (“PSF”),	  with	  a	  median	  value	  of	  $30.00	  PSF	  (see	  Exhibit	  A).	  	  
	  
	  

                                                
2	  FAR	  =	  Floor	  Area	  Ratio.	  It	  is	  equal	  to	  the	  gross	  building	  area	  divided	  by	  the	  land	  square	  feet,	  where	  the	  gross	  building	  area	  equals	  
the	  above	  grade	  building	  area	  (excluding	  parking	  and	  sometimes	  mechanical	  areas),	  and	  land	  square	  feet	  equals	  land	  area	  gross	  of	  
any	  easements,	  impervious	  requirements,	  surface	  parking,	  and	  public	  ROW	  dedication.	  	  
3	  HBU	  is	  a	  fundamental	  concept	  of	  appraisal.	  It	  asserts	  that	  the	  use	  that	  yields	  the	  highest	  present	  land	  value,	  after	  accounting	  for	  
labor,	  capital,	  and	  coordination	  is	  the	  “HBU.”	  	  	  
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At	  the	  same	  time,	  most	  of	  the	  property	  in	  the	  CIP	  is	  already	  built	  out	  with	  income	  producing	  uses,	  which	  
include	  strip-‐	  and	  large-‐format	  retail	  centers,	  flex-‐tech	  manufacturing	  facilities,	  storage	  buildings,	  and	  
multi-‐level	  office	  space,	  among	  other	  uses.	  Clearly,	  the	  value	  of	  these	  properties	  based	  on	  their	  current	  
income	  can	  vary	  considerably,	  depending	  on	  the	  assumptions	  made	  as	  to	  rent;	  vacancy,	  expenses,	  and	  
investor	  yield	  expectations	  used.	  We	  performed	  a	  simple	  proforma	  analysis	  on	  a	  handful	  of	  prototype	  
properties	  that	  encompass	  the	  range	  of	  typical	  land	  uses	  in	  the	  CIP	  today,	  and	  came	  up	  with	  a	  value	  range	  
based	  on	  current	  income	  of	  $4.00	  PSF	  to	  $58.00	  PSF	  in	  equivalent	  land	  value,	  for	  an	  average	  value	  of	  
$40.00	  PSF	  in	  equivalent	  land	  value	  (see	  Exhibit	  B).	  	  
	  
These	  two	  approaches	  serve	  to	  frame	  our	  hurdle	  rate	  at	  a	  range	  of	  $30.00	  to	  $40.00	  PSF.	  Of	  course,	  not	  
all	  landowners	  have	  the	  same	  motivations;	  some	  landowners	  may	  be	  incented	  to	  sell	  property	  at	  a	  price	  
below	  what	  would	  seem	  to	  be	  supported	  in	  the	  marketplace,	  perhaps	  because	  of	  distress,	  while	  others	  
have	  no	  interest	  in	  selling	  land	  no	  matter	  
how	  economically	  compelling	  an	  offer	  may	  
be.	  Therefore,	  a	  scenario	  that	  results	  in	  a	  
RLV	  of	  at	  least	  $30.00	  PSF	  cannot	  
guarantee	  the	  market	  will	  outbid	  the	  value	  
of	  a	  site	  based	  on	  its	  current	  use	  and	  
purchase	  it	  for	  redevelopment;	  this	  reality	  
is	  compounded	  by	  the	  fact	  that	  RLV	  
analysis	  entails	  making	  inferences	  about	  a	  
range	  of	  assumptions,	  and	  thus	  the	  results	  
may	  or	  may	  not	  be	  indicative	  of	  the	  true	  
costs	  to	  develop	  a	  specific	  site	  for	  a	  given	  
developer	  and	  the	  commensurate	  value	  
that	  would	  result.	  What	  we	  can	  say	  is	  that	  our	  hurdle	  rate	  range	  of	  $30.00	  to	  $40.00	  PSF	  provides	  a	  
reasonable	  general	  expectation	  of	  where	  redevelopment	  values	  would	  need	  to	  be	  for	  an	  average	  parcel	  in	  
the	  900-‐acre	  CIP	  in	  order	  for	  a	  redevelopment	  scenario	  to	  be	  generally	  competitive	  with	  existing	  land	  
values.	  	  
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BASE	  FAR	  -‐	  RESIDENTIAL	  SCENARIOS	  
	  
Methodology	  
For	  the	  purposes	  of	  determining	  a	  base	  FAR	  that	  supports	  redevelopment,	  Heartland	  only	  modeled	  for-‐
rent	  residential	  uses.	  There	  are	  a	  number	  of	  reasons	  we	  did	  not	  analyze	  a	  condominium	  scenario:	  	  	  
	  

• There	  is	  currently	  a	  lack	  of	  available	  credit	  for	  new	  condominium	  construction,	  and	  there	  is	  not	  
clarity	  as	  to	  when	  this	  might	  change;	  

• The	  majority	  landowner	  in	  the	  CIP,	  and	  the	  one	  with	  largest	  massing	  of	  property	  with	  near-‐term	  
redevelopment	  potential,	  historically	  does	  not	  sell	  property;	  this	  is	  significant	  as	  there	  are	  almost	  
no	  examples	  of	  condominiums	  being	  successfully	  marketed	  when	  built	  on	  leased-‐land;	  	  	  

• On	  paper,	  the	  economics	  of	  condominium	  development	  are	  usually	  much	  stronger	  than	  for	  
apartment	  development,	  however	  the	  code	  is	  agnostic	  to	  form	  of	  ownership	  and	  needs	  to	  work	  
for	  both	  housing	  types;	  and	  

• Most	  importantly,	  the	  CIP	  is	  not	  a	  proven	  market	  for	  high-‐density	  stacked-‐flat	  housing	  right	  now.	  
Heartland’s	  experience	  is	  that	  successful	  catalyst	  projects	  in	  fledgling	  markets	  are	  almost	  always	  
for	  rent,	  which	  allows	  potential	  buyers	  to	  test	  out	  the	  market	  before	  making	  a	  significant	  
commitment	  to	  the	  area.	  

	  
The	  residential	  uses	  envisioned	  by	  the	  City	  and	  embodied	  in	  the	  Central	  Issaquah	  Task	  Force	  
recommendations	  are	  for	  mid-‐rise,	  high-‐density,	  stacked-‐flat	  residential	  uses.4	  While	  abundant	  
throughout	  the	  Puget	  Sound,	  this	  type	  of	  stacked-‐flat	  product	  is	  not	  currently	  available	  for	  rent	  in	  
Issaquah.	  The	  fact	  that	  most	  of	  the	  product	  in	  the	  City	  is	  older	  and	  is	  of	  garden-‐style	  variety	  means	  that	  
current	  rental	  rates	  in	  Issaquah	  set	  a	  minimum	  floor	  for	  new	  product	  but	  are	  not	  a	  very	  useful	  indicator	  of	  
maximum	  achievable	  rents.	  Thus,	  comparables	  were	  selected	  from	  three	  proximate	  cities	  on	  the	  Eastside:	  
Mercer	  Island,	  Bellevue,	  and	  Renton.5	  
	  
Of	  course,	  the	  key	  difference	  between	  Issaquah	  and	  those	  cities	  is	  that	  where	  these	  prototype	  properties	  
exist,	  there	  also	  exist	  amenities	  to	  support	  high-‐density	  living	  and	  make	  it	  a	  desirable	  housing	  choice.	  
Thus,	  in	  using	  rents	  from	  these	  projects	  in	  other	  jurisdictions,	  we	  are	  also	  assuming	  a	  similar	  set	  of	  
amenities	  are	  in	  place	  in	  the	  CIP,	  or	  at	  least	  in	  certain	  pockets	  of	  districts	  where	  residential	  is	  to	  be	  
encouraged.	  Foremost	  among	  these	  amenities	  would	  be	  street	  improvements	  consistent	  with	  a	  
“Complete	  Streets”	  policy	  and	  accessible	  open	  space	  for	  both	  passive	  and	  active	  recreation.	  	  
	  
Instead	  of	  making	  an	  inference	  about	  the	  future	  point	  in	  time	  as	  to	  when	  these	  amenities	  will	  be	  in	  place,	  
and	  inflating	  $2012	  rents,	  expenses,	  costs,	  and	  hurdle	  values	  accordingly,	  we	  instead	  look	  at	  RLV	  
statically,	  using	  $2012	  rents,	  expenses,	  and	  costs,	  and	  thus	  making	  the	  assumption	  that	  relations	  between	  
rents,	  expenses,	  and	  costs	  will	  remain	  constant	  going	  forward.	  	  
	  
Inputs	  

	  

Rents	  
The	  comparable	  projects	  selected	  from	  Bellevue,	  Mercer	  Island,	  and	  Renton	  have	  average	  rents	  
ranging	  from	  $1.68	  PSF	  for	  the	  Renton	  comps	  to	  $1.92	  PSF	  for	  the	  Bellevue	  comps,	  with	  Mercer	  

                                                
4	  For	  the	  purposes	  of	  this	  analysis,	  mid-‐rise	  stacked-‐flat	  construction	  is	  considered	  to	  be	  4-‐7	  stories	  (3-‐5	  stories	  of	  wood-‐frame	  
construction	  atop	  a	  1-‐2	  story	  concrete	  podium).	  Taller	  residential	  building	  heights	  generally	  require	  a	  switch	  in	  construction	  type	  to	  
either	  light-‐gauge	  metal	  framing	  with	  thin	  concrete	  decks,	  or	  steel-‐reinforced	  concrete	  post-‐tension	  slab,	  either	  of	  which	  usually	  
sinks	  project	  economics	  in	  fledgling	  residential	  markets.	  International	  Building	  Code	  (IBC)	  requirements	  for	  fireproofing	  limit	  wood	  
frame	  construction	  to	  4	  stories	  (either	  standalone,	  or	  on	  top	  of	  either	  one	  or	  two	  floors	  of	  concrete).	  Some	  cities	  (Seattle,	  Tacoma,	  
Bellevue)	  have	  modified	  the	  IBC	  to	  allow	  5	  stories	  of	  wood	  frame	  construction	  based	  on	  approval	  from	  the	  fire	  marshal,	  and	  typically	  
with	  some	  other	  fireproofing	  requirements.	  
5	  Another	  seemingly	  obvious	  candidate,	  Redmond,	  was	  excluded	  because	  the	  City’s	  inclusionary	  affordability	  requirement	  artificially	  
skews	  rents	  downward	  and	  therefore	  weighted	  average	  rents	  for	  Redmond	  properties	  do	  not	  represent	  true	  market-‐rate	  rents.	  	  
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Island	  comps	  coming	  in	  very	  close	  at	  $1.89	  PSF.	  Giving	  equal	  weight	  to	  all	  three	  jurisdictions	  
results	  in	  an	  average	  rent	  of	  $1.83	  PSF,	  and	  becomes	  our	  baseline	  model	  assumption	  (see	  Exhibit	  
C).	  	  
	  
Operating	  Expenses	  and	  Other	  Income	  
Dupre	  and	  Scott	  Apartment	  Advisors	  served	  as	  the	  source	  for	  most	  of	  our	  data	  on	  expenses	  and	  
other	  income	  items	  (see	  Exhibits	  D	  and	  E).	  	  

	  
Construction	  Costs	  
For	  construction	  costs,	  we	  relied	  on	  primarily	  on	  RS	  Means	  and	  supplemented	  this	  with	  input	  
from	  industry	  professionals.	  The	  “hard	  cost”	  input	  being	  used	  in	  the	  model	  includes	  contractor	  
profit,	  overhead,	  contingency,	  and	  sales	  tax	  (see	  Exhibits	  D	  and	  E).	  	  

	  
Additionally,	  we	  assume	  site	  development	  costs	  at	  $20.00	  PSF	  of	  developable	  site	  area,	  which	  
accounts	  for	  pilings,	  TESC,	  grading,	  stormwater	  detention,	  utilities	  extensions	  within	  the	  site,	  
sidewalks,	  landscaping,	  and	  irrigation.6	  	  	  
	  
Unit	  Size	  and	  Mix	  
Unit	  sizes	  across	  the	  nine	  comparable	  properties	  ranges	  from	  a	  low	  of	  568	  SF	  at	  the	  Sanctuary	  to	  
a	  high	  of	  1,116	  SF	  at	  The	  Mercer.	  The	  weighted	  average	  unit	  size	  across	  all	  nine	  projects	  is	  just	  
under	  800	  SF;	  this	  was	  the	  assumption	  we	  used	  in	  our	  analysis	  (see	  Exhibit	  C).	  	  
	  
Based	  on	  the	  comp	  set,	  we	  relied	  on	  a	  unit	  mix	  of	  15	  percent	  studios,	  40	  percent	  one-‐bedrooms,	  
40	  percent	  two-‐bedrooms,	  and	  2.0	  percent	  three	  bedrooms.	  Because	  of	  our	  reliance	  on	  a	  
weighted	  average	  unit	  size,	  the	  unit	  mix	  really	  only	  became	  relevant	  in	  analyzing	  an	  inclusionary	  
affordability	  requirement	  (see	  below).	  	  
	  
Absorption	  
We	  are	  assuming	  that	  residential	  development	  will	  occur	  phases	  right-‐sized	  to	  achieve	  full	  lease-‐
up	  within	  12	  months,	  as	  consistent	  with	  industry	  practice.	  Therefore,	  there	  is	  no	  present	  value	  
adjustment	  made	  to	  the	  rental	  revenue.	  	  

	  
Parking	  Count	  
Instead	  of	  using	  the	  parking	  standards	  proposed	  by	  the	  City	  in	  the	  draft	  code,	  we	  assumed	  an	  
average	  parking	  ratio	  range	  of	  1.25	  to	  1.50	  stalls	  per	  unit,	  which	  is	  also	  in	  the	  range	  of	  the	  
parking	  ratios	  witnessed	  across	  our	  comp	  set	  (see	  Exhibit	  F).	  This	  is	  generally	  higher	  than	  the	  
proposed	  standards,	  which	  is	  as	  it	  should	  be.	  Developers	  never	  want	  to	  be	  required	  to	  build	  
more	  parking	  by	  code	  than	  they	  feel	  is	  otherwise	  warranted	  by	  the	  marketplace.	  
	  
Building	  Massing	  and	  Height	  
Building	  heights	  of	  40	  feet	  or	  less	  are	  problematic,	  as	  they	  tend	  to	  push	  clear	  heights	  per	  floor	  
down	  to	  a	  level	  below	  market	  expectations.	  For	  example,	  when	  ground-‐floor	  retail	  uses	  are	  
included,	  the	  first	  floor	  finish	  height	  needs	  to	  be	  at	  least	  13	  feet	  in	  order	  to	  create	  desirable	  retail	  
space.	  This	  leaves	  only	  nine	  feet	  per	  floor	  for	  the	  remaining	  three	  floors,	  resulting	  in	  a	  clear	  
height	  of	  approximately	  eight	  feet.	  Additional	  height	  is	  still	  needed	  for	  mechanical	  equipment	  
and	  other	  supporting	  systems	  that	  do	  not	  result	  in	  more	  gross	  leasable	  area.	  Setting	  the	  building	  
height	  at	  45	  feet	  allows	  more	  flexibility	  to	  be	  responsive	  to	  market	  conditions	  without	  increasing	  
effective	  density;	  if	  desired,	  a	  story	  limitation	  can	  be	  coupled	  with	  other	  bulk	  and	  massing	  

                                                
6	  High	  groundwater	  levels	  throughout	  portions	  of	  the	  CIP	  make	  soils	  susceptible	  to	  settlement	  and	  liquefaction	  and	  thus	  causes	  the	  
need	  for	  pilings.	  It	  may	  be	  that	  some	  sites	  will	  not	  require	  piles,	  however	  given	  indicated	  soil	  types	  for	  much	  of	  the	  properties	  
previously	  identified	  as	  redevelopable,	  we	  think	  it	  fair	  to	  load	  these	  costs	  into	  the	  financial	  model	  as	  a	  standard	  assumption	  that	  
applies	  to	  all	  sites.	  	  
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restrictions.	  The	  alternative	  is	  to	  sacrifice	  a	  floor	  and	  its	  commensurate	  rental	  income	  in	  order	  to	  
provide	  industry-‐standard	  finish	  heights,	  but	  this	  rarely	  pencils	  economically.	  The	  rationale	  is	  
similar	  for	  55	  feet	  versus	  50	  feet,	  and	  is	  thus	  the	  reason	  we	  looked	  at	  45-‐foot	  and	  55-‐foot	  heights	  
only	  in	  our	  modeling.	  	  
	  
As	  to	  our	  model,	  we	  take	  the	  massing	  allowed	  by	  the	  vertical	  (height)	  and	  horizontal	  (impervious	  
lot	  coverage)	  envelopes	  and	  determine	  the	  commensurate	  building	  envelope	  allowed	  by	  the	  
vertical	  and	  horizontal	  restrictions,	  expressed	  as	  an	  FAR.	  This	  means	  that	  parking	  is	  provided	  
entirely	  through	  a	  parking	  podium,	  consisting	  of	  one	  level	  of	  at-‐grade	  parking	  and	  a	  partial-‐to-‐full	  
(depending	  on	  scenario)	  second	  level	  of	  structured	  parking.	  The	  residential	  use	  then	  sits	  atop	  this	  
parking.	  In	  instances	  where	  ground	  floor	  retail	  uses	  are	  provided,	  they	  wrap	  the	  at-‐grade	  level	  of	  
parking,	  driving	  more	  of	  the	  parking	  to	  the	  second	  level.	  	  
	  
Retail	  Uses	  
We	  modeled	  scenarios	  both	  with	  and	  without	  ground	  floor	  retail	  included.	  For	  scenarios	  that	  
included	  ground	  floor	  retail,	  we	  assumed	  this	  to	  be	  equal	  to	  10	  percent	  of	  the	  first	  floor	  building	  
footprint,	  with	  half	  the	  retail	  comprised	  of	  restaurant/bar/café-‐type	  uses	  and	  the	  balance	  
comprised	  of	  general-‐purpose	  retail.	  Since	  the	  proposed	  code	  assumes	  the	  same	  parking	  ratio	  for	  
both	  types	  of	  uses,	  this	  distinction	  was	  really	  only	  relevant	  as	  it	  related	  to	  impact	  fees.	  
	  
Entrepreneurial	  Return	  
We	  used	  a	  weighed	  average	  cost	  of	  capital	  (WACC)	  in	  order	  to	  determine	  the	  entrepreneurial	  
return	  required	  to	  appropriately	  incent	  a	  developer.	  For	  residential	  uses,	  we	  assumed	  a	  65/35	  
debt	  to	  equity	  ratio	  and	  assumed	  the	  cost	  of	  debt	  at	  5.0	  percent	  and	  the	  required	  return	  on	  
equity	  to	  be	  10	  percent.	  This	  equates	  to	  a	  WACC	  of	  6.75	  percent,	  including	  a	  return	  on	  land.	  We	  
then	  adjust	  for	  this	  in	  recognition	  that	  a	  RLV	  model	  solves	  for	  land	  (and	  thus	  it	  is	  not	  a	  cost	  
included	  in	  our	  model),	  settling	  on	  a	  required	  profit	  margin	  without	  land	  of	  7.9	  percent	  (see	  
Exhibit	  G).	  
	  
Inclusionary	  Affordability	  Requirement	  
We	  were	  asked	  by	  ARCH	  to	  analyze	  the	  addition	  of	  an	  inclusionary	  affordability	  requirement	  for	  
residential	  uses	  within	  the	  CIP.	  Heartland	  assumed	  that	  any	  inclusionary	  affordability	  
requirement	  would	  be	  coupled	  with	  a	  12-‐year	  Multifamily	  Property	  Tax	  Exemption	  (MFTE)	  in	  
order	  to	  facilitate	  its	  development.	  Per	  the	  state-‐enabling	  legislation,	  to	  qualify	  for	  the	  12-‐year	  
MFTE,	  a	  property	  must	  set	  aside	  at	  least	  20	  percent	  of	  its	  units	  for	  rent	  by	  low-‐	  and	  moderate-‐
income	  households.7	  	  The	  state-‐enabling	  legislation	  makes	  available	  an	  8-‐year	  MFTE	  for	  projects	  
that	  do	  not	  provide	  an	  affordability	  component.	  Because	  the	  MFTE	  is	  not	  perpetual,	  we	  calculate	  
the	  present	  value	  of	  this	  future	  benefit,	  using	  a	  discount	  rate	  of	  5.0	  percent.	  Additionally,	  we	  
assume	  the	  impact	  fees	  for	  the	  affordable	  units	  to	  be	  waived	  (for	  example	  Area	  Median	  Income	  
[“AMI	  “]	  calculation,	  see	  Exhibit	  H,	  which	  shows	  descending	  levels	  of	  affordability	  starting	  from	  
market	  rents	  of	  $1.83	  PSF).	  

	  
Results	  
We	  modeled	  scenarios	  starting	  at	  a	  45-‐foot	  height	  limit	  and	  85	  percent	  impervious	  allowance	  increasing	  
to	  a	  45-‐foot	  height	  limit	  with	  a	  100	  percent	  impervious	  allowance.	  We	  then	  looked	  at	  sensitivities	  within	  
these	  scenarios	  around	  the	  amount	  of	  ground	  floor	  retail	  space	  included,	  inclusionary	  affordability	  
requirements,	  MFTE	  scenarios,	  and	  base	  rent	  assumptions.	  Exhibit	  I	  shows	  the	  results	  of	  our	  analysis.	  The	  
scenarios	  modeled	  resulted	  in	  a	  density	  range	  between	  1.46	  FAR	  and	  1.97	  FAR.	  The	  cells	  highlighted	  in	  
mint	  green	  show	  instances	  where	  the	  land	  hurdle	  value	  of	  $30.00	  PSF	  is	  met	  or	  exceeded.	  	  

                                                
7	  Engrossed	  Second	  Substitute	  House	  Bill	  1910.	  “Low-‐Income”	  means	  adjusted	  income	  at	  or	  below	  80	  percent	  of	  the	  median	  family	  
income;	  “Moderate	  Income”	  means	  adjusted	  income	  between	  80	  and	  115	  percent	  of	  the	  median	  family	  income.	  For	  High	  Cost	  
Areas,	  these	  thresholds	  are	  increased	  to	  100	  percent	  for	  Low-‐Income	  and	  150	  percent	  for	  Moderate	  Income.	  	  
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Base	  Rents	  $1.83	  PSF	  
	  

• Parking	  Ratio	  of	  1.50	  Stalls	  /	  Unit:	  Based	  on	  the	  supported	  base	  rents	  of	  $1.83	  PSF,	  
there	  is	  only	  one	  supported	  instance	  where	  redevelopment	  values	  exceed	  the	  
hurdle	  threshold	  at	  an	  85	  percent	  maximum	  impervious	  allowance;	  this	  occurs	  with	  
the	  addition	  of	  an	  inclusionary	  affordability	  requirement	  of	  90	  percent	  AMI	  for	  20	  
percent	  of	  the	  units,	  and	  with	  it	  a	  12-‐year	  MFTE.	  The	  hurdle	  value	  threshold	  is	  
achieved	  at	  an	  FAR	  of	  1.58	  for	  projects	  without	  ground	  floor	  retail	  included	  
(Scenario	  5).	  As	  permitted	  density	  increases,	  so	  too	  do	  the	  instances	  where	  the	  
threshold	  value	  is	  achieved;	  occurring	  in	  two	  instances	  at	  90	  percent	  impervious	  
allowance	  (Scenarios	  15	  and	  18),	  and	  in	  three	  instances	  at	  100	  percent	  impervious	  
allowance	  (Scenarios	  25,	  26,	  and	  28).	  Note	  that	  all	  these	  scenarios	  require	  the	  12-‐
year	  MFTE	  tool	  to	  be	  pegged	  to	  a	  non-‐stringent	  level	  of	  affordability	  (80	  –	  90	  
percent).	  	  

	  
• Parking	  Ratio	  of	  1.25	  Stalls	  /	  Unit:	  Based	  on	  the	  supported	  base	  rents	  of	  $1.83	  PSF,	  

there	  are	  two	  instances	  where	  redevelopment	  values	  exceed	  the	  hurdle	  threshold	  
at	  an	  85	  percent	  maximum	  impervious	  allowance;	  in	  both	  instances	  it	  involves	  a	  12-‐
year	  MFTE	  when	  20	  percent	  of	  the	  units	  are	  made	  affordable	  to	  those	  making	  no	  
more	  than	  90	  percent	  of	  AMI.	  The	  hurdle	  value	  threshold	  is	  achieved	  at	  an	  FAR	  of	  
1.66	  for	  projects	  with	  ground	  floor	  retail	  included	  and	  1.68	  FAR	  for	  those	  without	  
(Scenarios	  35	  and	  38).	  Note	  the	  lower	  parking	  ratio	  assumption	  allows	  more	  of	  the	  
above-‐grade	  building	  envelope	  to	  be	  dedicated	  to	  leaseable	  area,	  which	  is	  why	  the	  
FAR	  is	  slightly	  higher	  at	  1.25	  stalls/unit	  versus	  1.50	  stalls/unit.	  Overall,	  there	  are	  
nine	  instances	  where	  the	  threshold	  is	  met	  is	  met	  or	  exceeded;	  this	  occurs	  in	  three	  
instances	  at	  90	  percent	  impervious	  allowance	  (Scenarios	  45,	  46,	  and	  48)	  and	  in	  four	  
instances	  at	  100	  percent	  impervious	  allowance	  (Scenarios	  55,56,	  58,	  and	  59).	  All	  
scenarios	  still	  require	  the	  12-‐year	  MFTE	  tool	  to	  be	  pegged	  to	  a	  non-‐stringent	  level	  
of	  affordability	  (80-‐90	  percent).	  	  

	  
Base	  Rents	  $1.85	  PSF	  
	  

• Parking	  Ratio	  of	  1.50	  Stalls	  /	  Unit:	  When	  the	  rent	  assumption	  is	  increased	  by	  $0.02	  
to	  $1.85	  PSF,	  almost	  of	  all	  permutation	  scenarios	  modeled	  meet	  or	  exceed	  the	  
hurdle	  value.	  This	  small	  rent	  increase	  underscores	  how	  sensitive	  performance	  is	  to	  
going	  in	  rent	  assumptions.	  Small	  increases	  in	  the	  rent	  assumption	  PSF,	  when	  
multiplied	  by	  the	  unit	  sizes	  and	  unit	  count,	  has	  a	  significant	  impact	  on	  bottom	  line	  
value.	  This	  is	  especially	  true	  considering	  that	  our	  expenses	  are	  fixed	  at	  $5,300	  per	  
unit	  in	  the	  model	  and	  do	  not	  escalate.	  While	  there	  are	  still	  no	  instances	  where	  
redevelopment	  pencils	  without	  some	  kind	  of	  MFTE	  in	  place,	  we	  see	  one	  instance	  
where	  this	  can	  be	  achieved	  through	  use	  of	  the	  8-‐year	  MFTE	  alone;	  at	  an	  FAR	  of	  1.86	  
for	  projects	  without	  ground	  floor	  retail	  (Scenario	  22).	  At	  these	  higher	  market	  rents,	  
the	  project	  can	  now	  afford	  to	  take	  on	  a	  higher	  affordability	  requirement	  of	  80	  
percent	  AMI	  for	  20	  percent	  of	  the	  units	  along	  with	  the	  12-‐year	  MFTE	  (Scenario	  6)	  
and	  still	  limit	  density	  to	  1.58	  FAR	  if	  no	  ground	  floor	  retail	  uses	  are	  included.	  In	  a	  
project	  with	  ground	  floor	  retail,	  the	  base	  FAR	  needs	  to	  be	  1.81	  if	  pairing	  the	  12-‐year	  
MFTE	  with	  an	  80/20	  affordability	  requirement	  (Scenario	  29).	  	  

	  
• Parking	  Ratio	  of	  1.25	  Stalls	  /	  Unit:	  	  With	  a	  lower	  parking	  ratio,	  over	  half	  of	  all	  

permutation	  scenarios	  modeled	  meet	  or	  exceed	  the	  hurdle	  value	  at	  $1.85	  PSF	  in	  
rent.	  While	  there	  are	  still	  no	  instances	  where	  redevelopment	  pencils	  without	  some	  
kind	  of	  MFTE	  in	  place,	  we	  see	  more	  instances	  where	  this	  can	  be	  achieved	  through	  
use	  of	  the	  8-‐year	  MFTE	  alone,	  being	  achieved	  at	  an	  FAR	  of	  1.68	  for	  projects	  without	  
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ground	  floor	  retail,	  and	  at	  an	  FAR	  of	  1.95	  for	  projects	  with	  ground	  floor	  retail	  
(Scenarios	  32,	  52).	  At	  these	  higher	  market	  rents,	  the	  project	  can	  now	  afford	  to	  take	  
on	  a	  higher	  affordability	  requirement	  of	  80	  percent	  AMI	  for	  20	  percent	  of	  the	  units	  
along	  with	  the	  12-‐year	  MFTE	  and	  still	  limit	  density	  to	  less	  than	  1.70	  FAR	  (Scenarios	  
36	  and	  39).	  	  

	  
Base	  Rents	  $1.90	  PSF	  
	  

• Parking	  Ratio	  of	  1.50	  Stalls	  /	  Unit:	  When	  base	  rents	  are	  set	  at	  $1.90	  PSF,	  75	  percent	  
of	  all	  permutation	  scenarios	  satisfy	  the	  required	  hurdle	  value.	  We	  come	  close	  to	  the	  
threshold	  without	  offering	  any	  MFTE	  but	  still	  fall	  short	  of	  it	  (Scenario	  21).	  Also	  at	  
these	  higher	  rents,	  the	  inclusionary	  affordability	  requirement	  can	  be	  increased	  to	  
70/20	  when	  paired	  with	  the	  12-‐year	  MFTE	  and	  satisfy	  the	  hurdle	  value	  at	  1.58	  FAR	  
for	  projects	  with	  no	  ground	  floor	  retail	  and	  1.63	  FAR	  for	  projects	  that	  do	  include	  
ground	  floor	  retail	  (Scenarios	  7	  and	  20).	  	  

 
• Parking	  Ratio	  of	  1.25	  Stalls	  /	  Unit:	  At	  lower	  parking	  ratios,	  when	  base	  rents	  are	  set	  

at	  $1.90	  PSF,	  over	  80	  percent	  of	  all	  permutation	  scenarios	  satisfy	  the	  required	  
hurdle	  value.	  At	  the	  same	  time,	  the	  70/20	  affordability	  requirement,	  when	  paired	  
with	  a	  12-‐year	  MFTE,	  can	  be	  met	  at	  the	  lowest-‐density	  scenario	  analyzed,	  even	  
when	  ground	  floor	  retail	  is	  included.	  	  

 
Findings	  

	  
MFTE	  
The	  results	  of	  our	  analysis	  show	  how	  critical	  a	  robust	  tax	  abatement	  is	  in	  fostering	  residential	  
uses	  as	  a	  viable	  redevelopment	  option.	  An	  8-‐year	  abatement	  alone	  doesn’t	  get	  us	  there	  under	  
the	  level	  of	  density	  analyzed.	  	  
	  
Even	  though	  award	  of	  the	  12-‐year	  MFTE	  incentive	  requires	  setting	  aside	  at	  least	  20	  percent	  of	  
the	  units	  in	  a	  project	  as	  affordable	  to	  low-‐	  and	  moderate-‐income	  households,	  the	  benefit	  
outweighs	  the	  cost	  because,	  at	  given	  affordability	  levels,	  the	  benefit	  of	  the	  abatement	  more	  than	  
makes	  up	  for	  the	  small	  amount	  of	  lost	  income.	  The	  reason	  for	  this	  is	  there	  is	  not	  much	  income	  
actually	  being	  foregone	  at	  high	  AMI	  affordability	  levels	  since	  the	  market-‐supported	  rents	  of	  
$1.83	  PSF	  translate	  to	  84	  percent	  of	  AMI.	  	  
	  
The	  MFTE	  is	  a	  powerful	  incentive	  that	  creates	  an	  appropriate	  nexus	  between	  reward	  and	  
performance.	  It	  has	  proven	  attractive	  to	  other	  cities	  both	  because	  it	  provides	  a	  real	  incentive	  to	  
developers	  and	  because	  it	  requires	  no	  actual	  cash	  outlay	  by	  cities,	  only	  a	  commitment	  to	  forego	  
a	  portion	  of	  property	  taxes	  for	  a	  given	  period	  of	  time.	  These	  are	  taxes	  that	  arguably	  would	  not	  
otherwise	  materialize	  without	  the	  MFTE	  incentive	  in	  place,	  since	  redevelopment	  does	  not	  pencil	  
without	  the	  abatement.	  	  

	  
Waiver	  of	  Affordable	  Housing	  Impact	  Fees	  
As	  previously	  mentioned,	  we	  have	  assumed	  that	  the	  impact	  fees	  associated	  with	  any	  inclusionary	  
affordable	  units	  are	  waived.	  Unlike	  the	  MFTE,	  it	  is	  our	  understanding	  this	  incentive	  requires	  an	  
actual	  cash	  outlay	  from	  the	  City,	  as	  by	  law	  any	  waived	  impact	  fees	  for	  the	  benefit	  of	  a	  given	  party	  
must	  be	  made	  up	  through	  other	  funding	  sources,	  typically	  a	  city’s	  general	  fund.	  While	  this	  
incentive	  was	  helpful,	  it	  contributed	  far	  less	  toward	  satisfying	  the	  hurdle	  value	  than	  the	  MFTE,	  
typically	  increasing	  RLV	  by	  only	  $2.00	  to	  $3.00	  PSF.	  Thus,	  excluding	  this	  as	  a	  policy	  consideration	  
would	  change	  our	  findings	  only	  slightly.	  	  
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Ground	  Floor	  Retail	  
One	  outcome	  of	  our	  analysis	  is	  that	  the	  inclusion	  of	  ground-‐floor	  retail	  not	  only	  results	  in	  slightly	  
lower	  density	  compared	  to	  scenarios	  without	  retail	  but	  also	  a	  lower	  RLV.	  There	  are	  two	  main	  
reasons	  for	  this:	  	  
	  

• Parking:	  At	  a	  parking	  ratio	  of	  1.0	  stall	  for	  every	  400	  square	  feet,	  the	  ratio	  for	  retail	  is	  
higher	  than	  it	  is	  for	  residential	  (which	  at	  a	  ratio	  of	  1.5	  stalls	  per	  unit	  and	  an	  average	  
unit	  size	  of	  800	  SF	  equates	  to	  1.0	  stall	  for	  every	  533	  square	  feet	  of	  residential	  area).	  
Given	  the	  same	  building	  envelope	  whether	  or	  not	  retail	  uses	  are	  included,	  and	  
dedicating	  more	  area	  to	  parking,	  results	  in	  less	  gross	  leasable	  area.	  It	  also	  drives	  up	  
costs	  because	  more	  of	  the	  parking	  must	  be	  provided	  in	  a	  second-‐story	  structure,	  
which	  costs	  more	  than	  providing	  the	  parking	  under	  the	  building	  but	  at-‐grade.	  	  

	  
• Value:	  Even	  though	  the	  assumed	  retail	  rent	  is	  much	  higher	  than	  the	  equivalent	  

residential	  rent	  ($26	  NNN	  PSF/yr.	  equates	  to	  $2.17	  per	  month,	  versus	  $1.28	  PSF/yr.	  
NOI	  for	  residential	  at	  $1.83	  PSF	  face	  rents	  and	  a	  30	  percent	  expense	  ratio),	  the	  
required	  yield,	  or	  cap	  rate	  on	  retail	  uses	  is	  much	  higher,	  translating	  to	  a	  lower	  
overall	  value	  for	  the	  retail	  compared	  to	  the	  equivalent	  area	  being	  dedicated	  to	  
residential.	  	  

	  
Recommendations	  
	  

MFTE	  Policy,	  Pioneer	  Incentives,	  and	  Market	  Maturation	  
The	  arrival	  of	  	  $1.90	  PSF	  rents	  represents	  a	  mature	  rental	  market	  in	  Issaquah.	  It	  is	  reasonable	  to	  
assume	  that	  maturity	  will	  also	  succeed	  in	  driving	  down	  parking	  averages	  to	  1.25	  stalls	  /	  unit.	  In	  
such	  an	  environment,	  the	  $30	  hurdle	  value	  could	  almost	  be	  achieved	  with	  no	  MFTE	  in	  place	  
(Scenario	  31)	  and	  is	  easily	  achieved	  with	  the	  introduction	  of	  an	  8-‐year	  MFTE	  program	  (Scenarios	  
32,	  34).	  At	  a	  1.25	  Stall	  /	  DU	  parking	  ration,	  a	  12-‐year	  MFTE	  program	  could	  support	  an	  
inclusionary	  affordability	  requirement	  
where	  20	  percent	  of	  the	  units	  averaged	  
70	  percent	  AMI,	  even	  with	  ground	  floor	  
retail	  uses	  (Scenario	  40).	  This	  would	  set	  
the	  base	  FAR	  for	  the	  CIP	  at	  1.66,	  
rounded	  up	  to	  1.70,	  and	  with	  it,	  a	  45-‐
foot	  height	  base	  height	  limit	  and	  an	  85	  
percent	  impervious	  allowance.	  	  
	  
That	  being	  said,	  it	  is	  important	  to	  
recognize	  that	  in	  the	  target	  rent	  ranges	  
we	  think	  are	  feasible	  in	  the	  early	  stages	  
of	  CIP	  buildout,	  there	  is	  a	  defined	  need	  
to	  provide	  a	  12-‐year	  MFTE	  and	  tie	  it	  to	  a	  
very	  non-‐restrictive	  level	  of	  affordability	  
for	  the	  first	  set	  of	  pioneering	  projects.	  
Based	  on	  our	  analysis,	  we	  would	  
recommend	  allowing	  units	  targeted	  at	  
90	  percent	  AMI	  to	  satisfy	  the	  affordability	  requirement	  for	  the	  first	  wave	  of	  pioneering	  projects	  
in	  each	  district,	  then	  ratcheting	  down	  the	  affordability	  requirement	  gradually	  to	  70	  percent	  AMI	  
once	  a	  pioneer	  threshold	  of	  development	  is	  achieved	  in	  each	  district.	  The	  density	  required	  at	  this	  
pioneer	  stage	  of	  activity	  would	  not	  need	  to	  increase;	  the	  base	  FAR	  for	  the	  CIP	  would	  still	  be	  1.70	  
(1.67	  rounded	  up,	  based	  on	  Scenarios	  15	  and	  18),	  however	  the	  impervious	  allowance	  would	  need	  
to	  be	  relaxed	  slightly	  -‐	  to	  90	  percent	  –	  to	  accommodate	  the	  same	  density	  given	  our	  assumption	  
the	  market	  will	  want	  to	  park	  projects	  at	  1.50	  stalls	  /unit.	  
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This	  approach	  would	  best	  align	  the	  twin	  objectives	  of	  encouraging	  both	  market-‐rate	  residential	  
development	  and	  affordable	  housing,	  and	  would	  enable	  market-‐rate	  rents	  to	  subsidize	  more	  
restrictive	  levels	  of	  affordability	  over	  time	  as	  the	  residential	  first	  becomes	  an	  established	  use	  in	  
the	  CIP	  and	  then	  becomes	  a	  proven,	  mature	  use.	  	  
	  
Selecting	  a	  “Pioneer	  Threshold”	  is	  more	  art	  than	  science,	  however	  it	  only	  takes	  one	  decently-‐
sized,	  viable	  project	  to	  prove	  market	  demand	  within	  a	  district	  and	  draw	  additional	  developers	  to	  
the	  table.	  At	  the	  same	  time,	  the	  900-‐acre	  CIP	  is	  unlikely	  to	  function	  as	  one	  market	  for	  the	  
purposes	  of	  catalyzing	  residential	  development	  given	  likely	  limited	  public	  funding	  available	  to	  
provide	  the	  amenities	  needed	  to	  support	  our	  base	  rent	  assumptions.	  One	  approach	  would	  be	  to	  
divide	  the	  CIP	  into	  four	  quadrants,	  depending	  on	  whether	  a	  parcel	  was	  inside	  or	  outside	  the	  
Urban	  Core	  and	  whether	  it	  was	  north	  or	  south	  of	  I-‐90.	  Within	  each	  of	  these	  quadrants,	  perhaps	  
the	  first	  two	  projects	  or	  first	  200	  units	  would	  qualify	  as	  “Pioneer,”	  and	  any	  projects	  that	  come	  
after	  that	  would	  have	  to	  meet	  a	  more	  stringent	  level	  of	  affordability.	  Analysis	  would	  suggest	  
allowing	  a	  second	  wave	  of	  pioneer	  projects	  to	  meet	  an	  80	  percent	  AMI	  affordability	  level	  in	  
qualifying	  for	  the	  12-‐year	  MFTE	  (Scenario	  6)	  on	  the	  premise	  that	  rents	  are	  unlikely	  to	  jump	  from	  
$1.83	  ($2012)	  to	  $1.90	  ($2012)	  with	  the	  completion	  of	  just	  one	  or	  two	  projects.	  	  
	  
Base	  FAR	  
Setting	  a	  policy	  around	  the	  MFTE	  is	  necessary	  to	  inform	  what	  the	  commensurate	  base	  FAR	  needs	  
to	  be.	  Using	  our	  recommendations,	  base	  residential	  density	  could	  be	  set	  as	  low	  as	  a	  1.67	  FAR	  
with	  a	  12-‐year	  MFTE	  in	  place.	  If	  no	  MFTE	  were	  to	  be	  offered,	  the	  base	  FAR	  would	  need	  to	  be	  
significantly	  higher,	  so	  much	  so	  that	  there	  would	  likely	  be	  little	  room	  for	  bonus	  density	  to	  be	  
awarded	  through	  an	  incentive	  zoning	  program,	  considering	  most	  of	  the	  proposed	  Task	  Force	  
zones	  have	  a	  maximum	  FAR	  of	  3.0.	  This	  is	  compounded	  by	  the	  fact	  that	  achieving	  higher	  FARs	  
would	  generally	  require	  a	  shift	  to	  a	  Type-‐I,	  high-‐rise	  construction	  classification,	  something	  that	  
will	  not	  be	  supported	  in	  the	  CIP	  for	  a	  considerable	  period	  of	  time,	  depending	  on	  the	  success	  of	  
the	  mid-‐rise	  projects	  that	  will	  necessarily	  precede	  them	  in	  establishing	  the	  market.	  	  

	  
Ground	  Floor	  Retail	  
Our	  analysis	  shows	  ground-‐floor	  retail	  to	  be	  handicapped	  relative	  to	  commensurate	  retail-‐free	  
scenarios.	  However,	  successfully	  achieving	  the	  vision	  for	  the	  CIP	  will	  require	  development	  of	  
ground-‐floor	  retail	  uses.	  Clearly,	  designating	  where	  these	  residential	  uses	  will	  be	  required	  and/or	  
encouraged	  needs	  to	  be	  done	  carefully	  and	  in	  recognition	  that	  (i)	  it	  should	  be	  focused	  along	  key	  
streets	  and	  not	  required	  in	  the	  whole	  CIP;	  and	  (ii)	  that	  ground	  floor	  retail	  uses	  are	  unlikely	  to	  
emerge	  within	  the	  first	  wave	  of	  development.	  	  
	  
As	  we	  mentioned,	  the	  performance	  of	  scenarios	  that	  include	  ground-‐floor	  retail	  are	  hampered	  
both	  by	  less	  capacity	  within	  the	  same	  zoning	  envelope	  and	  by	  lower	  value	  per	  equivalent	  square	  
foot.	  One	  way	  the	  City	  can	  influence	  this	  outcome	  is	  to	  allow	  a	  larger	  building	  envelope	  when	  
retail	  uses	  are	  included	  in	  the	  ground	  floor	  of	  a	  residential	  development.	  It	  is	  not	  enough	  to	  
exempt	  the	  FAR	  associated	  with	  the	  retail;	  considering	  the	  impact	  of	  parking	  counts	  on	  gross	  
leasable	  area	  as	  mentioned	  above,	  a	  larger	  total	  area	  is	  needed	  to	  make	  the	  retail	  and	  non-‐retail	  
scenarios	  equivalent	  in	  RLV.	  To	  further	  encourage	  ground	  floor	  retail	  uses,	  the	  City	  can	  influence	  
the	  value	  equation	  by	  waiving	  associated	  impact	  fees,	  waiving	  permit	  fees,	  qualifying	  projects	  
that	  include	  retail	  with	  a	  less	  restrictive	  level	  of	  affordability	  in	  order	  to	  earn	  the	  12-‐year	  MFTE,	  
and	  streamlining	  permitting	  for	  projects	  that	  include	  ground	  floor	  retail.	  These	  incentives	  can	  all	  
be	  offered	  on	  a	  temporary	  basis	  and	  reviewed	  periodically	  to	  analyze	  their	  efficacy	  in	  achieving	  
desired	  results.	   
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BASE	  FAR	  -‐	  COMMERCIAL	  OFFICE	  SCENARIOS	  
	  

Methodology	  
As	  with	  residential	  uses,	  the	  vision	  for	  future	  office	  space	  in	  the	  CIP	  is	  for	  mid-‐rise,	  high-‐density	  space	  that	  
minimizes	  the	  visibility	  of	  parking,	  preferably	  through	  structured	  and	  wrapped,	  at-‐grade	  parking.	  Unlike	  
for	  the	  residential	  scenarios,	  however,	  there	  are	  some	  existing	  examples	  within	  the	  CIP	  that	  approximate	  
the	  desired	  prototype:	  	  
	  

• Rowley	  Properties’	  John	  L.	  Scott	  Building	  uses	  a	  blend	  of	  surface	  and	  wrapped,	  at-‐grade	  stalls	  
to	  satisfy	  parking	  requirements.	  Constructed	  in	  2007,	  the	  building	  is	  designed	  of	  high-‐quality	  
materials	  and	  achieved	  a	  LEED-‐Gold	  designation	  by	  the	  USGBC	  in	  2008.	  Parked	  at	  roughly	  3.5	  
stalls	  per	  1000	  SF	  (3.5/1000),	  the	  result	  is	  a	  0.47	  FAR.	  	  

	  

• The	  HighMark	  Medical	  Center	  constructed	  in	  2010,	  also	  uses	  a	  blend	  of	  surface	  and	  
wrapped,	  at-‐grade	  stalls	  to	  satisfy	  parking	  requirements.	  This	  building	  also	  achieved	  a	  LEED-‐
Gold	  designation	  from	  the	  USGBC,	  in	  2011.	  HighMark	  is	  also	  parked	  at	  roughly	  3.5/1000	  for	  a	  
resulting	  site	  density	  of	  0.46	  FAR.	  	  

	  

• Issaquah	  Medical	  Center	  is	  currently	  under	  construction	  on	  the	  former	  Zetec	  property,	  the	  
future	  Issaquah	  Medical	  Building	  will	  provide	  the	  vast	  majority	  of	  its	  parking	  in	  a	  two-‐level	  
parking	  structure,	  with	  one	  level	  at-‐grade.	  This	  structure	  will	  form	  the	  podium	  atop	  which	  
the	  building	  itself	  will	  sit.	  With	  213	  total	  stalls	  and	  a	  gross	  building	  area	  of	  47,700	  square	  
feet,	  the	  building	  will	  have	  a	  parking	  ratio	  of	  4.5/1000	  and	  a	  site	  density	  of	  0.55	  FAR.	  	  

	  
While	  these	  buildings	  generally	  still	  rely	  on	  surface	  parking	  to	  meet	  parking	  demand,	  and	  thus	  do	  not	  
achieve	  the	  level	  of	  density	  desired	  for	  the	  CIP	  to	  make	  it	  more	  walkable	  and	  pedestrian	  friendly,	  they	  do	  
show	  a	  precedent	  trending	  in	  a	  positive	  direction	  for	  the	  future	  development	  of	  office	  space	  in	  the	  CIP.	  At	  
the	  same	  time,	  it	  should	  be	  recognized	  that	  all	  of	  these	  buildings	  are	  being	  /	  were	  constructed	  under	  the	  
current	  code	  in	  place	  for	  the	  CIP,	  with	  its	  restrictions	  on	  allowed	  impervious	  surface	  area	  and	  building	  
height.	  	  
	  
The	  existence	  of	  said	  examples	  suggest	  the	  lack	  of	  amenities	  today	  within	  the	  CIP	  is	  less	  of	  an	  impediment	  
to	  successful	  office	  development	  than	  it	  is	  to	  successful	  residential	  development.	  This,	  combined	  with	  
current	  asking	  rents	  for	  other	  prototype	  examples	  along	  the	  I-‐90	  Corridor	  would	  suggest	  using	  the	  same	  
logic	  as	  applied	  to	  our	  residential	  scenarios	  -‐	  of	  simply	  plugging	  those	  rents	  into	  our	  proforma	  –	  to	  be	  a	  
sound	  approach	  for	  the	  key	  base	  revenue	  input	  in	  determining	  RLV.	  The	  problem	  with	  this	  approach	  is	  
that	  the	  market	  is	  currently	  depressed	  for	  office	  space	  regionally,	  and	  therefore	  landlords	  have	  been	  
dropping	  rents	  to	  keep	  buildings	  full,	  such	  that	  on	  the	  whole,	  current	  asking	  rents	  are	  insufficient	  to	  justify	  
new	  construction.	  Therefore,	  unlike	  with	  our	  residential	  scenarios,	  we	  do	  have	  to	  make	  some	  inference	  
about	  timeframes	  for	  a	  rebound	  in	  rents	  and	  then	  allow	  for	  a	  commensurate	  inflation	  in	  construction	  
costs.	  	  
	  
Inputs	  
	  

Rents	  
Pacific	  Real	  Estate	  Partners	  pegs	  the	  current	  Full	  Service	  (FS)	  asking	  rent	  for	  Class	  A	  office	  space	  
along	  the	  I-‐90	  corridor	  at	  $32.00	  PSF.8	  Assuming	  operating	  expenses	  would	  account	  for	  20	  -‐	  25	  
percent	  of	  these	  rents,	  this	  equates	  to	  a	  triple	  net	  rent	  (NNN)	  of	  between	  $24.00	  -‐	  $25.60	  PSF.9	  

                                                
8	  Eastside	  Office	  Market	  Analysis,	  2Q	  2011,	  Pacific	  Real	  Estate	  Partners,	  p.	  5.	  	  
9	  Full	  Service	  rents	  include	  all	  expenses.	  Typically,	  expenses	  run	  20	  -‐	  25	  percent	  of	  the	  lease	  rate	  for	  new	  buildings,	  and	  1/3rd	  or	  
more	  of	  the	  lease	  rate	  for	  older	  stock	  (newer	  buildings	  typically	  have	  more	  efficient	  systems	  and	  thus	  fewer	  operating	  expenses	  as	  a	  
percent	  of	  total).	  Thus	  the	  NNN	  equivalent	  rate	  should	  equal	  2/3rds	  to	  80	  percent	  of	  the	  Full	  Service	  rate,	  depending	  on	  the	  age	  and	  
quality	  of	  the	  structure.	  Estimated	  annual	  expenses	  for	  the	  HighMark	  and	  John	  L.	  Scott	  buildings,	  as	  reported	  in	  recent	  leasing	  flyers,	  
are	  $8.00	  PSF.	  	  
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Rents	  are	  forecast	  to	  grow	  to	  $35.00	  PSF	  (FS)	  by	  2013,	  and	  to	  $38.50	  PSF	  (FS)	  by	  2015.	  Assuming	  
operating	  expenses	  would	  account	  for	  20	  –	  25	  percent	  of	  these	  rents,	  resulting	  triple-‐net	  rent	  
figures	  would	  be	  in	  the	  range	  of	  $26.50	  -‐	  $28.00	  PSF	  in	  2013,	  and	  $29.00	  to	  $30.50	  PSF	  by	  2015.	  	  
	  
Construction	  Costs	  
For	  construction	  costs,	  we	  relied	  primarily	  on	  RS	  Means	  and	  supplemented	  this	  with	  input	  from	  
industry	  professionals.	  The	  “hard	  cost”	  input	  being	  used	  in	  the	  model	  includes	  contractor	  profit,	  
overhead,	  contingency,	  and	  sales	  tax.	  	  
	  
These	  base	  hard	  costs	  are	  intended	  to	  provide	  a	  “warm	  shell,”	  meaning	  installation	  of	  HVAC	  
units,	  electrical	  panels,	  the	  ceiling	  grid	  and	  lighting,	  sprinklers,	  the	  fire	  alarm	  system,	  and	  
demising	  walls	  separating	  the	  office	  area	  from	  the	  corridors	  have	  all	  been	  completed.	  As	  such,	  
we	  have	  assumed	  a	  lower	  Tenant	  Improvement	  (TI)	  allowance	  of	  $20	  PSF;	  likely	  less	  than	  half	  
what	  it	  would	  need	  to	  be	  if	  delivering	  a	  “cold	  shell”	  to	  the	  market.	  	  
	  
Additionally,	  we	  assume	  site	  development	  costs	  at	  $20.00	  PSF	  of	  developable	  site	  area,	  which	  
accounts	  for	  pilings,	  TESC,	  grading,	  stormwater	  detention,	  utilities	  extensions	  within	  the	  site,	  
sidewalks,	  landscaping,	  and	  irrigation	  (see	  Exhibits	  D	  and	  E).10	  	  	  

	  
Timeframes	  
Given	  the	  lead-‐time	  to	  develop	  a	  building,	  a	  project	  starting	  construction	  today	  would	  likely	  be	  
delivered	  in	  12-‐15	  months.	  As	  such,	  it	  would	  not	  require	  escalations	  to	  cost	  assumptions,	  and	  
2013	  rents	  could	  be	  used	  in	  the	  proforma	  as	  the	  market	  rental	  rate	  at	  the	  time	  of	  lease-‐up.	  
Therefore,	  we	  pair	  $2014	  rents	  with	  $2012	  construction	  costs,	  and	  escalate	  current	  costs	  by	  10	  
percent	  to	  approximate	  $2014	  costs	  in	  pairing	  them	  with	  $2016	  rents.	  To	  be	  fair,	  we	  assume	  our	  
hurdle	  value	  also	  increases	  by	  10	  percent	  –	  from	  $30.00	  PSF	  to	  $33.00	  PSF	  -‐	  to	  account	  for	  likely	  
value	  appreciation	  between	  today	  and	  2014	  when	  land	  would	  need	  to	  be	  acquired	  to	  facilitate	  
project	  delivery	  in	  2016.	  	  
	  
Absorption	  
We	  are	  assuming	  that	  commercial	  office	  development	  will	  occur	  in	  phases	  right-‐sized	  to	  achieve	  
full	  lease-‐up	  within	  12	  months.	  Therefore,	  there	  is	  no	  present	  value	  adjustment	  made	  to	  the	  
rental	  revenue.	  	  
	  
Parking	  Count	  
Our	  baseline	  assumption	  is	  for	  a	  parking	  ratio	  of	  3.0	  stalls	  per	  1,000	  SF	  of	  gross	  leasable	  area	  
(3.0/1000),	  consistent	  with	  the	  requirement	  in	  the	  proposed	  standards.	  To	  show	  sensitivity	  to	  
this	  input,	  we	  also	  look	  at	  the	  impact	  of	  lower	  parking	  standards	  on	  project	  performance,	  
examining	  parking	  at	  2.5/1000.	  	  
	  
Building	  Massing	  and	  Height	  
As	  with	  the	  residential	  scenarios,	  and	  for	  the	  same	  reasons,	  we	  looked	  at	  45-‐foot	  and	  55-‐foot	  
heights	  only	  in	  our	  model.	  	  
	  
	  

	   	  

                                                
10	  High	  groundwater	  levels	  throughout	  portions	  of	  the	  CIP	  make	  soils	  susceptible	  to	  settlement	  and	  liquefaction	  and	  thus	  causes	  the	  
need	  for	  pilings.	  It	  may	  be	  that	  some	  sites	  will	  not	  require	  piles,	  however	  given	  indicated	  soil	  types	  for	  much	  of	  the	  properties	  
previously	  identified	  as	  redevelopable,	  we	  think	  it	  fair	  to	  load	  these	  costs	  into	  the	  financial	  model	  as	  a	  standard	  assumption	  that	  
applies	  to	  all	  sites.	  	  
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Retail	  Uses	  
The	  assumptions	  stated	  for	  ground	  floor	  retail	  under	  the	  residential	  scenarios	  were	  also	  
employed	  for	  the	  commercial	  scenarios.	  	  
	  
Entrepreneurial	  Return	  
As	  with	  the	  residential	  scenarios,	  we	  used	  a	  WACC	  in	  order	  to	  determine	  the	  entrepreneurial	  
return	  required	  to	  appropriately	  incent	  a	  developer.	  In	  the	  case	  of	  commercial	  office,	  we	  
assumed	  a	  65/35	  debt	  to	  equity	  ratio	  and	  assumed	  the	  cost	  of	  debt	  at	  6.90	  percent	  and	  the	  
required	  return	  on	  equity	  to	  be	  15	  percent.	  This	  equates	  to	  a	  WACC	  of	  9.75	  percent,	  including	  a	  
return	  on	  land.	  We	  then	  adjust	  for	  this	  considering	  we	  are	  solving	  for	  land	  with	  a	  RLV	  (and	  thus	  it	  
is	  not	  a	  cost	  included	  in	  our	  model),	  settling	  on	  a	  required	  profit	  margin	  without	  land	  of	  11.1	  
percent	  (see	  Exhibit	  G).	  	  

	  
Results	  
We	  modeled	  scenarios	  at	  both	  45-‐foot	  and	  55-‐foot	  height	  limits	  (vertical	  constraint)	  at	  maximum	  
impervious	  surface	  ratios	  of	  65	  percent,	  75	  percent,	  85	  percent,	  and	  95	  percent	  (horizontal	  constraint).	  
We	  then	  looked	  at	  sensitivities	  within	  these	  scenarios	  around	  the	  amount	  of	  ground	  floor	  retail	  space	  
included,	  reduced	  parking	  ratios,	  and	  rent	  increases	  coupled	  with	  commensurate	  cost	  increases.	  Exhibit	  J	  
shows	  the	  results	  of	  our	  analysis.	  The	  density	  yield	  from	  this	  approach	  ranged	  from	  0.91	  FAR	  to	  1.81	  FAR.	  
The	  cells	  highlighted	  in	  mint	  green	  show	  instances	  where	  the	  land	  hurdle	  value	  of	  $30.00	  PSF	  is	  met	  or	  
exceeded.	  	  
	  
In	  addition	  to	  taking	  a	  “top-‐down”	  approach	  to	  filling	  up	  the	  zoning	  envelope,	  we	  also	  looked	  at	  the	  
density	  yield,	  given	  the	  same	  sensitivities,	  if	  only	  one	  level	  of	  at-‐grade	  parking	  was	  built.	  Referred	  to	  as	  
the	  “Tucked”	  scenario,	  this	  “bottom-‐up”	  approach	  examines	  how	  much	  parking	  the	  developable	  footprint	  
can	  produce,	  and	  then	  defines	  the	  gross	  leasable	  area	  based	  on	  the	  assumed	  parking	  requirement.	  The	  
density	  yield	  from	  this	  approach	  ranged	  from	  0.48	  FAR	  to	  0.92	  FAR.	  The	  reason	  the	  range	  is	  much	  smaller	  
than	  the	  top-‐down	  approach	  is	  because	  beyond	  40	  feet,	  the	  height	  limit	  doesn’t	  really	  serve	  as	  a	  governor	  
on	  massing,	  making	  horizontal	  restrictions	  the	  only	  meaningful	  constraint	  on	  massing.	  The	  cells	  
highlighted	  in	  mint	  green	  show	  instances	  where	  the	  land	  hurdle	  value	  of	  $30.00	  PSF	  is	  met	  or	  exceeded.	  	  
	  

Parking	  Ratio	  of	  3.0/1000	  
	  

Base	  Rents	  $28.00	  PSF	  (NNN)	  
Using	  the	  Maximized	  Zoning	  approach,	  based	  on	  the	  supported	  base	  rents	  of	  $28.00	  PSF	  
(NNN),	  a	  projected	  delivered	  in	  2014	  would	  need	  to	  achieve	  a	  1.24	  FAR	  at	  a	  parking	  
ratio	  of	  3.0/1000	  in	  order	  to	  exceed	  the	  hurdle	  value	  (Scenario	  13).	  If	  ground	  floor	  retail	  
uses	  were	  included,	  a	  1.47	  FAR	  would	  need	  to	  be	  achieved	  in	  order	  to	  surpass	  the	  
hurdle	  value	  (Scenario	  26).	  	  
	  
The	  Tucked	  approach,	  however,	  returns	  no	  scenarios	  that	  exceed	  the	  land	  value	  hurdle	  
at	  $28.00	  PSF	  (NNN)	  base	  rents	  and	  a	  3.0/1000	  parking	  ratio.	  	  
	  
Base	  Rents	  $30.00	  PSF	  (NNN)	  
Under	  the	  Maximized	  Zoning	  approach,	  at	  an	  assumed	  rent	  of	  $30.00	  PSF	  (NNN)	  and	  a	  
commensurate	  10	  percent	  construction	  cost	  increase,	  required	  density	  would	  be	  the	  
same.	  A	  projected	  delivered	  in	  2016	  would	  need	  to	  achieve	  a	  1.24	  FAR	  at	  a	  parking	  ratio	  
of	  3.0/1000	  in	  order	  to	  exceed	  the	  $33.00	  PSF	  hurdle	  value	  ($2014)	  if	  no	  ground	  floor	  
retail	  uses	  were	  included,	  and	  would	  need	  to	  achieve	  the	  same	  1.47	  FAR	  if	  it	  did	  include	  
ground	  floor	  retail	  uses	  (Scenarios	  45,	  58).	  	  
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The	  Tucked	  approach,	  however,	  returns	  no	  scenarios	  that	  exceed	  the	  land	  value	  hurdle	  
at	  $30.00	  PSF	  (NNN)	  base	  rents	  and	  a	  3.0/1000	  parking	  ratio.	  	  
	  

Parking	  Ratio	  of	  2.5/1000	  
	  

Base	  Rents	  $28.00	  PSF	  (NNN)	  
Using	  the	  Maximized	  Zoning	  approach,	  based	  on	  the	  supported	  base	  rents	  of	  $28.00	  PSF	  
(NNN),	  a	  projected	  delivered	  in	  2014	  would	  need	  to	  achieve	  an	  FAR	  of	  less	  than	  1.0	  at	  a	  
parking	  ratio	  of	  2.5/1000	  in	  order	  to	  exceed	  the	  hurdle	  value.	  	  
	  
The	  least	  dense	  scenario	  shown	  in	  the	  exhibit	  is	  for	  a	  45-‐foot	  height	  limit	  and	  a	  65	  
percent	  maximum	  impervious	  allowance.	  This	  results	  in	  a	  $41.19	  RLV	  and	  a	  1.09	  FAR	  
(Scenario	  3).	  If	  ground	  floor	  retail	  uses	  were	  included,	  the	  required	  density	  would	  need	  
to	  be	  slightly	  higher,	  at	  0.92	  FAR	  (Scenario	  not	  pictured).	  	  
	  
Under	  the	  Tucked	  approach,	  density	  would	  need	  to	  be	  0.63	  FAR	  at	  base	  rents	  of	  $28.00	  
PSF	  (NNN)	  and	  a	  lowered	  parking	  ratio	  of	  2.5	  stalls	  per	  1,000	  gross	  square	  feet	  if	  no	  
retail	  uses	  were	  included	  (Scenario	  not	  pictured).	  Including	  retail	  uses	  would	  require	  
increasing	  density	  to	  0.74	  FAR	  (Scenario	  12).	  	  
	  
Base	  Rents	  $30.00	  PSF	  (NNN)	  
At	  $30.00	  PSF	  (NNN)	  rents	  and	  a	  2.5/1000	  parking	  ratio,	  required	  density	  to	  achieve	  the	  
hurdle	  value	  would	  also	  be	  lower.	  In	  this	  case,	  site	  yield	  would	  need	  to	  be	  0.76	  FAR	  
without	  ground	  floor	  retail,	  and	  0.80	  FAR	  with	  retail	  (Scenarios	  not	  pictured).	  	  
	  
Under	  the	  Tucked	  approach,	  density	  would	  also	  need	  to	  be	  0.63	  FAR	  at	  base	  rents	  of	  
$30.00	  PSF	  (NNN)	  and	  a	  lowered	  parking	  ratio	  of	  2.5	  stalls	  per	  1,000	  gross	  square	  feet	  if	  
no	  retail	  uses	  were	  included	  (Scenario	  not	  pictured).	  Including	  retail	  uses	  would	  require	  
increasing	  density	  to	  0.74	  FAR	  (Scenario	  44).	  	  
	  
Looking	  at	  the	  results,	  we	  can	  see	  that	  the	  outcomes	  between	  the	  $30.00	  PSF	  land	  value	  
hurdle	  ($2012)	  at	  $28.00	  PSF	  (NNN)	  rents	  and	  the	  $33.00	  PSF	  land	  value	  hurdle	  	  ($2014)	  
at	  $30.00	  PSF	  (NNN)	  rents	  follow	  the	  same	  pattern.	  There	  is	  no	  instance	  where	  a	  
scenario	  works	  at	  $30.00	  PSF	  (NNN)	  when	  it	  does	  not	  work	  at	  $28.00	  PSF	  (NNN).	  This	  is	  
because	  the	  rate	  of	  escalations	  between	  revenues,	  costs,	  and	  hurdle	  values	  is	  
approximately	  even.	  Therefore	  including	  the	  $30.00	  PSF	  (NNN)	  permutations	  may	  be	  
more	  confusing	  than	  helpful.	  	  
	  

Recommendations	  
	  

Base	  FAR	  
Based	  on	  our	  analysis,	  the	  recommended	  base	  FAR	  for	  commercial	  office	  uses	  should	  be	  set	  
somewhere	  between	  a	  1.25	  FAR	  and	  a	  1.50	  FAR,	  depending	  on	  the	  desire	  to	  see	  ground-‐floor	  
retail	  uses	  in	  the	  earlier	  stages	  of	  prototype	  property	  redevelopment.	  This	  is	  a	  lower	  FAR	  
requirement	  than	  the	  equivalent	  residential	  instance,	  however	  the	  vertical	  and	  horizontal	  
constraints	  are	  nearly	  the	  same	  in	  both	  cases	  (45-‐foot	  height	  limit	  and	  95	  to	  100	  percent	  
maximum	  impervious	  allowance).	  The	  reason	  for	  a	  lower	  FAR	  with	  office	  uses	  versus	  residential	  
uses	  given	  the	  same	  zoning	  envelope	  is	  due	  to	  different	  assumptions	  as	  to	  floor	  heights	  between	  
the	  two	  uses.	  	  
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Changes	  to	  Parking	  Requirements	  
Examining	  lowered	  parking	  requirements	  is	  helpful	  from	  a	  sensitivity	  analysis	  standpoint.	  
However,	  it	  would	  be	  misguided	  to	  rely	  on	  assumed	  parking	  ratios	  that	  are	  significantly	  lower	  
than	  current	  market	  averages	  in	  setting	  a	  base	  FAR	  for	  office	  uses.	  	  
	  
One	  could	  argue	  that	  current	  market	  averages	  are	  closer	  to	  3.3/1000	  or	  3.5/1000	  than	  the	  
3.0/1000	  as-‐modeled	  baseline.	  However,	  required	  FAR	  to	  achieve	  the	  hurdle	  value	  at	  these	  ratios	  
would	  require	  giving	  away	  substantially	  all	  of	  the	  potential	  density	  embodied	  in	  the	  proposed	  
code,	  thereby	  locking	  in	  these	  parking	  ratios	  in	  perpetuity.	  	  
	  
A	  more	  likely	  scenario	  would	  be	  to	  construct	  a	  building	  that	  contains	  enough	  parking	  on-‐site	  to	  
achieve	  a	  2.5/1000	  or	  3.0/1000	  ratio,	  then	  to	  provide	  surface	  parking	  on	  an	  adjacent	  site	  on	  an	  
interim	  basis	  that	  brings	  the	  parking	  ratio	  up	  to	  current	  market	  averages.	  This	  is	  known	  as	  a	  
surface	  parking	  land-‐banking,	  or	  “shadow-‐platting,”	  approach.	  A	  similar	  concept	  involves	  placing	  
projects	  with	  complementary	  uses	  adjacent	  to	  each	  other,	  such	  that	  the	  parking	  needs	  of	  both	  
can	  be	  met	  through	  a	  shared	  pool	  of	  parking	  sized	  to	  accommodate	  peak	  mutual	  demand.	  	  
	  
Ground	  Floor	  Retail	  
As	  with	  the	  residential	  scenarios,	  our	  analysis	  shows	  that	  RLV	  is	  always	  lower	  when	  ground	  floor	  
retail	  is	  included	  than	  when	  not,	  all	  else	  being	  equal.	  The	  reasons	  for	  this,	  and	  the	  
recommendations,	  are	  the	  same.	  	  
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II.	  MINIMUM	  FAR	  
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MINIMUM	  FAR	  
	  

Determination	  of	  a	  base	  FAR	  prescribes	  how	  much	  density	  is	  allowed	  without	  charging	  for	  it.	  However,	  it	  
does	  not	  prevent	  people	  from	  underbuilding	  relative	  to	  what	  is	  allowed	  by	  code.	  This	  is	  accomplished	  by	  
establishing	  a	  minimum	  FAR.	  	  
	  
A	  minimum	  FAR	  indicates	  the	  City’s	  willingness	  to	  forgo	  a	  certain	  level	  of	  development	  that	  is	  not	  
indicative	  of	  the	  type	  of	  urban	  form	  they	  want	  to	  see	  engendered	  by	  the	  revised	  CIP	  zoning	  code.	  Without	  
a	  minimum	  FAR,	  there	  is	  nothing	  to	  stop	  a	  developer	  from	  coming	  in	  and	  building	  another	  entirely	  surface	  
parked	  retail	  shopping	  center	  or	  office	  building.	  Once	  developed,	  these	  structures	  are	  likely	  to	  have	  a	  
minimum	  30-‐year	  lifecycle,	  thus	  not	  only	  removing	  the	  parcel	  of	  land	  upon	  which	  they	  sit	  from	  
redevelopment	  potential	  within	  the	  planning	  horizon,	  but	  also	  creating	  ripple	  effect	  of	  reinforcing	  the	  
existing	  land	  use	  context.	  This	  frustrates	  efforts	  to	  change	  the	  land	  use	  paradigm	  to	  something	  less	  auto-‐
dependent	  and	  more	  pedestrian	  friendly.	  	  
	  
Given	  the	  City	  wants	  to	  discourage	  new	  development	  inside	  the	  Urban	  Core	  that	  is	  entirely	  surface	  
parked,	  the	  minimum	  FAR	  should	  logically	  be	  set	  above	  the	  achievable	  FAR	  that	  results	  from	  only	  using	  
surface	  parking.	  The	  City	  currently	  enjoys	  several	  examples	  of	  buildings	  that	  utilize	  some	  level	  of	  
structured,	  wrapped,	  or	  under-‐building	  parking,	  suggesting	  that	  market	  economics	  currently	  support	  
these	  types	  of	  solutions,	  at	  least	  for	  certain	  uses.11	  	  At	  the	  same	  time,	  requiring	  all	  parking	  to	  be	  either	  in	  
structures,	  wrapped,	  or	  under-‐building	  is	  likely	  too	  advanced	  for	  the	  next	  incremental	  increase	  in	  density	  
that	  can	  be	  supported	  by	  market	  economics	  in	  Issaquah	  in	  the	  upcoming	  development	  cycle.	  	  
	  
Thus,	  it	  would	  seem	  the	  correct	  minimum	  would	  be	  the	  FAR	  achievable	  with	  some	  structured,	  wrapped,	  
or	  at-‐grade	  parking	  and	  some	  surface	  parking.	  Based	  on	  our	  analysis,	  this	  equates	  to	  a	  0.75	  FAR	  for	  
residential	  development	  and	  0.50	  FAR	  for	  commercial	  development	  (see	  Exhibit	  K).	  	  
	  
Another	  method	  by	  which	  to	  achieve	  the	  same	  result	  would	  be	  to	  make	  impervious	  surface	  allowances	  
contemplated	  by	  the	  draft	  code	  available	  only	  to	  projects	  that	  would	  limit	  surface	  parking	  to	  50	  percent	  
or	  less	  of	  total	  parking	  requirements.	  	  
 

                                                
11	  John	  L.	  Scott	  Building,	  Zetec	  Building,	  HighMark	  Medical	  Center,	  and	  Sammamish	  Park	  Place.	  	  
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MAXIMUM	  AND	  INCREMENTAL	  FAR	  
	  
Maximum	  FAR	  
Determining	  the	  maximum	  FAR	  would	  seem	  relatively	  straightforward	  given	  that	  the	  maximum	  permitted	  
FAR	  is	  prescribed	  by	  the	  draft	  code,	  which	  varies	  between	  0.5	  FAR	  –	  5.0	  FAR	  depending	  which	  of	  the	  nine	  
(9)	  zones	  a	  property	  is	  located	  in	  (see	  Exhibit	  L	  for	  latest	  zoning	  code	  and	  map).	  	  
	  
However,	  consideration	  should	  be	  given	  to	  whether	  the	  maximum	  permitted	  FAR	  is	  realistically	  
achievable	  given	  market-‐based	  inferences	  as	  to	  parking	  counts,	  unit	  sizes,	  and	  ground-‐floor	  retail	  
assumptions.	  	  
	  
Data	  provided	  by	  the	  City	  shows	  the	  parcel	  acreage	  within	  the	  CIP	  net	  of	  Rowley	  and	  right-‐of-‐ways	  to	  be	  
758	  acres.	  Given	  the	  amount	  of	  land	  area	  in	  each	  of	  the	  different	  zones	  contemplated,	  and	  the	  variability	  
in	  max	  allowed	  density	  by	  zone,	  the	  maximum	  weighted	  average	  density	  across	  the	  entire	  CIP	  is	  3.74	  FAR	  
(see	  Exhibit	  M).	  	  
	  
However,	  the	  application	  of	  the	  parking	  requirements	  specified	  by	  the	  draft	  code,	  coupled	  with	  our	  
market	  assumptions	  as	  to	  unit	  sizes	  and	  redevelopment	  land	  use	  mix,	  reduces	  the	  practically	  achievable	  
maximum	  weighted	  average	  density	  from	  3.74	  FAR	  to	  2.70	  FAR	  across	  the	  entire	  CIP.	  	  
	  
If	  we	  look	  instead	  only	  at	  the	  204	  acres	  that	  are	  redevelopable	  over	  the	  30	  –year	  planning	  horizon,	  these	  
numbers	  change	  somewhat	  (for	  map	  of	  redevelopable	  parcels,	  see	  Exhibit	  N).	  Overall,	  the	  maximum	  
potentially	  achievable	  FAR	  is	  higher	  –	  4.04	  FAR	  versus	  3.74	  FAR	  –	  because	  land	  in	  higher	  density	  zones	  is	  
disproportionately	  represented	  by	  the	  redevelopable	  parcels,	  compared	  the	  broader	  CIP.	  Similarly,	  the	  
practically	  achievable	  maximum	  weighted	  average	  density	  increases	  from	  2.70	  for	  the	  entire	  CIP	  to	  2.86	  
FAR	  for	  the	  redevelopable	  parcels.	  	  
	  
In	  calculating	  the	  practically	  achievable	  maximum	  weighted	  average	  density,	  we	  assume	  that	  80	  percent	  
of	  the	  residential	  redevelopment	  in	  the	  mixed-‐use	  and	  urban	  mixed-‐use	  zones	  would	  consist	  of	  more	  
economical	  Type	  V,	  wood	  frame	  construction.	  The	  International	  Building	  Code	  (IBC)	  generally	  limits	  this	  
type	  of	  construction	  to	  five	  (5)	  levels	  of	  wood-‐frame	  product	  above	  one	  (1)	  level	  of	  concrete,	  resulting	  in	  a	  
maximum	  height	  of	  approximately	  65-‐70	  feet.	  This	  factor	  results	  in	  less	  average	  density	  compared	  to	  
what	  is	  allowed	  by	  the	  code.	  
	  
It	  is	  worth	  noting	  that	  because	  Type	  V	  construction	  results	  in	  a	  practical	  height	  limitation	  for	  residential	  of	  
around	  65-‐70	  feet;	  horizontal	  limitations	  to	  the	  zoning	  envelope	  cannot	  be	  made	  up	  by	  granting	  extra	  
height,	  impacting	  the	  achievable	  FAR.	  Since	  commercial	  office	  is	  usually	  built	  to	  Type	  I	  standards	  (either	  
structural	  steel	  or	  steel-‐reinforced	  concrete),	  it	  does	  not	  suffer	  from	  this	  same	  practical	  height	  limitation	  
and	  thus	  gives	  office	  a	  code-‐based	  competitive	  advantage	  to	  complement	  its	  existing	  advantage	  of	  
already	  being	  a	  proven	  existing	  use.	  Collectively,	  assuming	  market	  demand	  exists	  for	  both,	  these	  
advantages	  will	  likely	  serve	  to	  compel	  development	  of	  office	  uses	  over	  residential	  ones,	  especially	  
considering	  that	  office	  space	  is	  more	  valuable	  than	  residential	  on	  a	  $/PSF	  basis.	  	  
	  
Incremental	  FAR	  
With	  the	  base	  FAR	  and	  maximum	  FAR	  determined,	  calculating	  the	  incremental	  FAR,	  or	  bonus	  density,	  
available	  for	  fee	  is	  a	  relatively	  straightforward	  exercise.	  Quite	  simply,	  the	  incremental	  FAR	  is	  determined	  
by	  subtracting	  the	  weighted	  average	  base	  FAR	  from	  the	  practical	  maximum	  weighted	  average	  density.	  	  
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Per	  the	  guidelines	  set	  forth	  in	  the	  City’s	  Draft	  Development	  Regulations	  Matrix,	  the	  weighted	  average	  
base	  density	  across	  the	  entire	  758	  acres	  in	  the	  CIP	  would	  be	  1.33	  FAR.	  This	  would	  increase	  slightly	  to	  1.37	  
FAR	  when	  looking	  only	  at	  the	  redevelopable	  parcels.12	  	  	  
	  
When	  applied	  to	  the	  practical	  maximum	  weighted	  average	  density,	  this	  would	  result	  in	  an	  incremental	  
FAR	  available	  to	  be	  earned	  through	  fee	  of	  between	  1.38	  FAR	  and	  1.50	  FAR.	  The	  result	  when	  multiplying	  
this	  increment	  by	  the	  amount	  of	  available	  land	  would	  result	  in	  density	  available	  to	  be	  earned	  through	  fee	  
ranging	  from	  13.1	  million	  building	  square	  feet	  (BSF)	  to	  45.5	  million	  BSF.	  	  
	  

	  
	  
If	  we	  compare	  this	  to	  the	  level	  of	  growth	  anticipated	  by	  the	  Draft	  CIP	  EIS,	  the	  resulting	  incremental	  BSF	  is	  
a	  bit	  more	  sobering.	  This	  is	  because	  the	  average	  FAR	  needed	  to	  accommodate	  the	  EIS	  growth	  alternatives	  
is	  much	  lower	  than	  the	  practical	  maximum	  weighted	  average	  density.	  This	  significantly	  reduces	  the	  
amount	  of	  FAR	  that	  would	  have	  to	  be	  earned	  in	  order	  to	  meet	  the	  growth	  targets.	  	  
	  

	  
	  

                                                
12	  It	  should	  be	  noted	  that	  the	  base	  FARs	  in	  many	  of	  the	  zones	  outside	  the	  urban	  core	  are	  lower	  than	  the	  recommended	  threshold	  
based	  on	  Heartland’s	  analysis.	  However	  this	  is	  likely	  an	  acceptable	  outcome	  given	  the	  desire	  to	  promote	  and	  incentivize	  
redevelopment	  first	  within	  the	  urban	  core;	  by	  the	  time	  significant	  redevelopment	  comes	  to	  the	  CIP	  outside	  of	  the	  urban	  core,	  
market	  fundamentals	  will	  have	  been	  positively	  influenced	  by	  development	  inside	  the	  urban	  core	  and	  required	  thresholds	  will	  thus	  
likely	  be	  lower,	  all	  else	  being	  equal.	  	  
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TDR	  ANALYSIS	  
	  
With	  the	  base	  minimum,	  maximum,	  and	  incremental	  FAR	  determined,	  we	  now	  can	  look	  at	  the	  application	  
of	  TDRs	  as	  a	  mechanism	  by	  which	  to	  achieve	  bonus	  density.	  	  
	  
Inter-‐City	  TDR	  Program	  
Issaquah	  has	  a	  current	  inter-‐city	  TDR	  program	  that	  aims	  generally	  to	  facilitate	  the	  transfer	  of	  
development	  rights	  from	  single-‐family	  zoned	  property	  ill-‐suited	  for	  development	  due	  to	  critical	  areas	  to	  
property	  within	  the	  CIP,	  Talus,	  and	  Issaquah	  Highlands	  where	  this	  growth	  can	  better	  be	  accommodated	  
(see	  Exhibit	  O	  for	  a	  map	  of	  the	  sending	  and	  receiving	  sites	  that	  are	  part	  of	  the	  Inter-‐City	  program).	  
Heartland	  analyzed	  the	  efficacy	  of	  this	  program	  in	  our	  November	  2010	  “Issaquah	  TDR	  Program	  
Evaluation”	  report.	  	  
	  
Generally	  speaking,	  we	  found	  that	  given	  the	  high	  land	  values	  for	  single-‐family	  property	  within	  the	  City,	  
the	  strict	  transfer	  rate	  of	  2,000	  buildable	  square	  feet	  (BSF)	  was	  not	  high	  enough	  to	  compel	  developers	  to	  
use	  the	  program	  to	  receive	  additional	  density,	  were	  that	  something	  they	  would	  otherwise	  desire	  to	  do.13	  	  
The	  one	  exception	  to	  that	  would	  be	  TDRs	  from	  SF-‐E	  sending	  sites,	  for	  which	  the	  program	  allows	  a	  4x	  
multiple,	  meaning	  a	  developer	  purchasing	  these	  TDRs,	  would	  be	  able	  to	  build	  8,000	  BSF	  instead	  of	  just	  
2,000	  BSF.	  To	  date,	  only	  one	  TDR	  has	  been	  purchased	  from	  the	  City’s	  bank;	  24	  remain	  available	  direct	  
from	  the	  City.	  Across	  all	  the	  remaining	  sending	  sites,	  there	  is	  an	  estimated	  total	  814	  TDRs	  available.14	  	  	  
	  
As	  it	  stands,	  there	  is	  little	  market	  desire	  to	  exceed	  the	  current	  density	  allowed	  by	  the	  code,	  as	  evidenced	  
by	  recent	  permitted	  and	  completed	  projects.	  The	  City	  has	  limited	  means	  to	  address	  this	  issue,	  however	  a	  
key	  way	  to	  catalyze	  a	  new	  land	  use	  paradigm	  is	  with	  targeted	  investment	  in	  public	  infrastructure.	  
Foremost	  among	  this	  investment	  would	  be	  street	  improvements	  consistent	  with	  a	  “Complete	  Streets”	  
policy	  and	  accessible	  open	  space	  and	  trails	  for	  both	  passive	  and	  active	  recreation.	  	  
	  
Interlocal	  Agreement	  with	  King	  County	  and	  Potential	  Expansion	  
The	  City	  also	  has	  an	  Interlocal	  Agreement	  with	  King	  County	  enabling	  the	  transfer	  of	  75	  TDRs	  from	  King	  
County	  lands	  in	  the	  Issaquah	  Creek	  Basin	  into	  the	  same	  receiving	  areas	  as	  designated	  under	  the	  Inter-‐City	  
program.	  To	  date,	  no	  transfers	  have	  occurred	  from	  this	  rural	  area	  into	  the	  Issaquah	  receiving	  areas,	  
although	  King	  County	  has	  purchased	  and	  banked	  some	  development	  rights	  from	  this	  sending	  area.	  	  
	  
With	  the	  introduction	  of	  an	  incentive	  zoning	  code	  for	  the	  CIP,	  the	  City	  and	  County	  are	  considering	  
expanding	  the	  population	  of	  eligible	  sending	  site	  areas	  to	  encompass	  the	  entire	  Issaquah	  Creek	  Basin	  (for	  
map	  of	  the	  Basin,	  see	  Exhibit	  P).	  	  
	  
As	  shown	  on	  the	  map	  of	  the	  Basin	  in	  Exhibit	  P,	  a	  majority	  of	  the	  land	  in	  the	  Basin	  is	  already	  held	  in	  public	  
ownership	  and	  thus	  does	  not	  need	  to	  be	  targeted	  for	  preservation	  through	  a	  TDR	  program.	  The	  total	  
population	  of	  development	  rights	  from	  all	  private	  property	  in	  the	  Basin	  equals	  1,376	  development	  rights.	  
This	  would	  represent	  the	  maximum	  potentially	  available	  rights	  that	  could	  be	  targeted	  for	  conservation	  
through	  TDR.	  	  
	  
Within	  the	  population	  of	  land	  available,	  there	  is	  a	  subset	  that	  has	  been	  identified	  as	  having	  high	  priority	  
ecological	  value.	  These	  are	  properties	  the	  County	  is	  likely	  to	  target	  for	  acquisition	  and	  banking;	  however,	  
in	  actuality	  the	  County	  only	  has	  funding	  to	  purchase	  the	  rights	  of	  a	  portion	  of	  these	  priority	  lands.	  There	  
are	  542	  potential	  TDRs	  captured	  by	  this	  high	  priority	  land,	  all	  of	  which	  would	  likely	  be	  certified	  for	  
participation	  by	  the	  County	  upon	  petition	  by	  the	  landowner.	  Conversely,	  from	  discussions	  with	  the	  County	  
TDR	  Program	  Manager	  Darren	  Greve,	  while	  all	  the	  private	  property	  in	  the	  Basin	  is	  eligible	  to	  apply	  for	  

                                                
13	  Certain	  instances	  restrict	  the	  transfer	  rate	  to	  1,000	  BSF,	  making	  the	  economics	  even	  less	  compelling	  than	  they	  are	  at	  2,000	  BSF.	  	  
14	  Net	  of	  Park	  Pointe	  and	  also	  does	  not	  include	  the	  75	  King	  County	  TDRs	  through	  the	  ILA	  as	  those	  are	  accounted	  for	  in	  estimations	  of	  
the	  Issaquah	  Creek	  Basin	  capacity.	  	  
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participation	  in	  the	  County’s	  TDR	  program,	  in	  reality	  not	  all	  of	  them	  would	  actually	  qualify	  to	  be	  certified	  
due	  to	  marginal	  ecological	  value.	  	  
	  
TDR	  Pricing	  
As	  we	  mentioned	  in	  our	  November	  2010	  report	  evaluating	  the	  Inter-‐City	  program,	  the	  value	  of	  a	  TDR	  
must	  be	  attractive	  to	  both	  buyers	  and	  sellers	  in	  order	  for	  a	  transaction	  to	  occur.	  The	  seller	  must	  get	  a	  
price	  equivalent	  or	  superior	  to	  the	  value	  of	  that	  development	  right	  on-‐site,	  while	  the	  buyer	  will	  pay	  no	  
more	  for	  the	  TDR	  than	  the	  cost	  of	  the	  next	  best	  alternative	  to	  achieving	  additional	  density,	  and	  is	  more	  
compelled	  to	  favor	  TDRs	  as	  the	  mechanism	  by	  which	  to	  achieve	  additional	  density	  over	  other	  means	  if	  
TDRs	  are	  the	  most	  cost	  effective	  mechanism	  by	  which	  to	  achieve	  that	  density.	  	  
	  
Sending	  and	  receiving	  site	  values	  are	  set	  by	  the	  market,	  based	  on	  comparable	  sales	  transactions,	  and	  thus	  
beyond	  the	  realm	  of	  the	  City	  to	  impact	  via	  policy	  changes.	  Therefore,	  the	  City	  must	  focus	  particular	  
attention	  on	  the	  transfer	  ratio,	  or	  exchange	  rate	  (how	  much	  receiving	  area	  density	  one	  receives	  for	  each	  
sending	  site	  TDR)	  in	  order	  to	  create	  a	  framework	  that	  will	  facilitate	  TDR	  transactions.	  	  
	  

Receiving	  Site	  Values	  
In	  order	  to	  determine	  supportable	  receiving	  site	  values,	  Heartland	  researched	  all	  sales	  of	  land	  on	  
the	  Eastside	  since	  2000.	  We	  then	  isolated	  this	  data	  to	  look	  only	  at	  parcels	  over	  an	  acre	  in	  size	  
with	  planned	  development	  in	  excess	  of	  1.0	  FAR,	  since	  the	  lowest	  base	  FARs	  contemplated	  by	  the	  
City’s	  draft	  development	  regulations	  for	  the	  CIP	  are	  in	  the	  range	  of	  1.0	  FAR.	  The	  average	  land	  
sale	  price	  for	  these	  developments	  was	  approximately	  $20	  per	  BSF	  (the	  land	  price	  divided	  by	  the	  
intended	  building	  square	  footage	  to	  be	  developed).	  This	  increases	  slightly	  to	  $22.65	  per	  BSF	  if	  all	  
sales	  are	  escalated	  to	  present	  value	  at	  3.0	  percent	  annually	  (see	  Exhibit	  Q).15	  	  	  

	  
In	  order	  to	  make	  TDRs	  the	  most	  desired	  mechanism	  by	  which	  to	  achieve	  additional	  density,	  they	  
should	  be	  the	  most	  cost	  effective	  way	  to	  earn	  that	  additional	  density.	  This	  suggests	  reducing	  the	  
assumed	  amount	  developers	  can	  afford	  to	  pay	  from	  $20	  per	  BSF	  down,	  perhaps	  to	  75	  percent	  of	  
that	  value,	  or	  $15	  per	  BSF.	  This	  methodology	  is	  consistent	  with	  the	  strategy	  and	  ultimate	  
outcome	  of	  the	  Bel-‐Red	  incentive	  zoning	  program.	  	  
	  
Sending	  Site	  Values	  
King	  County	  has	  done	  three	  bank	  transactions	  within	  the	  Issaquah	  Creek	  Basin,	  at	  values	  ranging	  
from	  $25,000	  per	  TDR	  to	  $60,000	  per	  TDR.	  A	  fourth	  transaction	  currently	  in	  process	  (as	  of	  Jan	  
2012)	  is	  expected	  to	  transact	  at	  around	  $45,000	  per	  TDR.	  All	  transactions	  consist	  of	  property	  at	  
least	  15	  acres	  in	  size.	  	  
	  
Generally	  speaking,	  the	  private	  property	  within	  the	  Basin	  is	  zoned	  for	  either	  5-‐acre	  lots	  (RA-‐5)	  or	  
10-‐acre	  lots	  (RA-‐10).	  There	  are	  a	  limited	  number	  of	  2.5-‐acre	  lots	  as	  well	  (RA-‐2.5).16	  	  Heartland	  
analyzed	  transactions	  in	  the	  Basin	  going	  back	  to	  2007	  and	  found	  108	  parcel	  sales	  with	  an	  average	  
price	  of	  $228,500	  per	  development	  right	  (see	  Exhibit	  R).	  The	  majority	  of	  these	  sales	  occurred	  in	  
2007	  on	  properties	  zoned	  for	  5-‐acre	  lots.	  This	  being	  significantly	  higher	  than	  the	  County	  Bank	  
transactions,	  we	  scrubbed	  the	  data	  in	  a	  myriad	  of	  ways	  in	  order	  to	  see	  if	  we	  could	  assimilate	  the	  
two	  data	  sets	  (see	  Exhibit	  R):	  
	  

                                                
15	  This	  pricing	  is	  generally	  consistent	  with	  the	  land	  price	  data	  evidenced	  in	  Exhibit	  A,	  which	  supported	  a	  land	  value	  of	  $30	  PSF.	  The	  
transactions	  referenced	  in	  Exhibit	  A	  averaged	  a	  density	  of	  0.71	  FAR,	  or	  $43	  per	  BSF.	  Axiomatically,	  the	  higher	  density	  the	  
development,	  the	  lower	  the	  land	  price	  is	  as	  a	  percent	  of	  total	  cost,	  thus	  the	  price	  per	  BSF	  decreases	  with	  density.	  Therefore,	  
development	  planned	  at	  an	  FAR	  of	  1.0	  or	  more	  should	  sell	  for	  less	  per	  BSF	  than	  land	  intended	  for	  development	  at	  an	  FAR	  of	  less	  than	  
1.0.	  	  
16	  In	  general,	  the	  zoning	  prescribes	  the	  minimum	  lot	  size	  for	  a	  homesite.	  There	  are	  some	  exceptions	  to	  this,	  however,	  such	  as	  lots	  
with	  pre-‐existing	  legal	  precedent	  and	  subdivisions	  platted	  under	  the	  cluster	  ordinance.	  	  
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• First,	  we	  looked	  at	  sales	  of	  property	  only	  over	  the	  past	  three	  years	  (2009-‐2011).	  This	  
brought	  the	  average	  price	  per	  development	  right	  down	  to	  around	  $170,000	  per	  unit.	  

	  

• Given	  that	  RA-‐5	  constitutes	  the	  majority	  of	  the	  land	  in	  the	  Basin,	  we	  then	  looked	  at	  sales	  
in	  the	  past	  three	  years	  (2009-‐2011)	  of	  just	  the	  RA-‐5	  parcels.	  This	  brought	  the	  average	  
price	  down	  to	  around	  $150,000.	  	  

	  

• We	  then	  elected	  to	  exclude	  sales	  of	  all	  properties	  of	  less	  than	  15	  acres	  in	  size.	  This	  
reduced	  the	  number	  of	  transactions	  to	  26	  and	  brought	  the	  average	  down	  to	  $131,000	  
per	  unit.	  	  

	  

• Finally,	  we	  looked	  at	  the	  sales	  of	  15+	  acre	  properties	  in	  the	  past	  three	  years.	  This	  
produced	  four	  transactions	  with	  an	  average	  value	  of	  $107,000	  per	  development	  right.	  	  

	  
Conservation	  /	  Natural	  Resource	  Value	  
One	  of	  the	  key	  differences	  between	  the	  transactions	  analyzed	  and	  a	  TDR	  transaction	  (such	  as	  the	  
County	  Bank	  transactions)	  is	  that	  in	  a	  property	  sale,	  all	  the	  property	  rights	  are	  transferred	  from	  
the	  seller	  to	  the	  buyer.	  By	  contrast,	  in	  a	  TDR	  transaction,	  only	  the	  development	  right	  is	  
transferred;	  the	  other	  rights	  afforded	  a	  property	  owner	  remain.	  These	  would	  include	  agricultural	  
rights,	  timber	  rights,	  mineral	  rights,	  and	  the	  right	  to	  recreate,	  among	  others.	  Although	  outshined	  
by	  the	  value	  of	  the	  development	  right,	  these	  other	  rights	  still	  create	  property	  value,	  and	  in	  the	  
case	  of	  a	  TDR	  transaction,	  remain	  with	  the	  sending	  site	  property	  owner.	  	  
	  
As	  a	  proxy	  for	  determining	  this	  value,	  Heartland	  pulled	  all	  the	  parcels	  within	  the	  Basin	  that	  
benefit	  from	  an	  Open	  Space	  Tax	  Exemption	  Current	  Use	  Designation.	  Assessor	  records	  for	  
qualifying	  properties	  categorize	  these	  properties	  as	  Agricultural,	  Forest,	  Designated	  Forest,	  or	  
Green.	  	  
	  

	  
	  

As	  shown	  above,	  these	  values	  range	  from	  $166	  to	  $2,250	  per	  acre,	  or	  approximately	  $1,000	  to	  
$10,000	  of	  value	  for	  an	  average	  5-‐acre	  development	  right	  (see	  Exhibit	  S	  for	  more	  detail).	  
However,	  there	  is	  significant	  variation	  in	  these	  values,	  with	  some	  as	  high	  at	  $35,000	  per	  acre.	  In	  
certain	  instances,	  this	  natural	  resource	  value	  helps	  explain	  the	  variation	  between	  the	  average	  
property	  sale	  transactions	  Heartland	  analyzed,	  and	  the	  average	  County	  Bank	  transaction	  prices	  
(which	  represent	  the	  value	  of	  the	  development	  rights	  only	  and	  not	  the	  entire	  bundle	  of	  rights	  
afforded	  an	  owner	  of	  fee	  simple	  property).	  	  
	  
Depending	  on	  the	  whims	  of	  the	  City	  in	  creating	  policy,	  these	  natural	  resource	  values	  could	  be	  
deducted	  from	  the	  otherwise	  established	  transaction	  value	  since	  they	  remain	  value	  to	  be	  
captured	  by	  the	  sending	  site	  property	  owner.	  Alternately,	  they	  could	  be	  ignored	  in	  determining	  
needed	  exchange	  rates,	  in	  which	  case	  they	  would	  serve	  as	  an	  added	  incentive	  to	  the	  sending	  site	  
owner	  to	  participate	  in	  the	  TDR	  program.	  	  

	  
Exchange	  Ratio	  
Ultimately,	  given	  the	  extreme	  variability	  in	  the	  sending	  site	  transaction	  values,	  we	  were	  unable	  to	  settle	  
on	  a	  unified	  sending	  site	  value	  for	  the	  Basin.	  This	  variation	  is	  reinforced	  in	  looking	  at	  the	  values	  of	  the	  
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single-‐family	  zoned	  property	  within	  the	  Inter-‐City	  TDR	  program,	  which	  ranged	  in	  our	  November	  2010	  
report	  between	  $65,000	  and	  $150,000	  per	  development	  right.17	  
	  
Therefore,	  we	  recommend	  using	  what	  is	  referred	  to	  as	  “floating”	  transfer	  rate,	  where	  the	  transfer	  rate	  is	  
determined	  by	  dividing	  the	  sending	  site	  value	  contract	  price	  by	  the	  amount	  developers	  can	  pay	  on	  the	  
receiving	  end,	  which	  is	  a	  fixed	  value.	  For	  example,	  if	  a	  sending	  site	  property	  owner’s	  land	  was	  valued	  at	  
$40,000	  per	  TDR,	  and	  we	  know	  receiving	  site	  values	  cannot	  exceed	  $20	  per	  BSF,	  then	  we	  can	  deduce	  the	  
buyer	  of	  the	  TDR	  will	  need	  to	  receive	  rights	  to	  build	  2,000	  BSF	  in	  the	  receiving	  area	  ($40,000/$20).	  Further	  
examples	  of	  the	  floating	  transfer	  rate	  are	  delineated	  in	  the	  table	  below.	  18	  	  	  
	  
In	  using	  a	  floating	  transfer	  ratio,	  the	  only	  real	  risk	  is	  in	  
setting	  the	  average	  sending	  site	  value	  too	  high,	  in	  which	  
case	  developers	  that	  buy	  the	  development	  rights	  to	  
property	  for	  less	  than	  this	  average	  receive	  a	  windfall;	  
the	  same	  is	  not	  true	  for	  properties	  with	  values	  above	  
the	  average,	  since	  the	  transfer	  rate	  “floats	  up.”	  	  	  
	  
A	  solution	  to	  this	  issue	  is	  to	  codify	  the	  floating	  transfer	  
rate	  at	  the	  lowest	  common	  denominator	  of	  value,	  
which	  would	  be	  to	  say	  that	  every	  $X	  in	  sending	  site	  
value	  results	  in	  1	  BSF	  on	  the	  receiving	  end,	  with	  $X	  
being	  equal	  to	  the	  supported	  price	  on	  the	  receiving	  site	  
value.	  Based	  on	  the	  data	  evidenced	  in	  Exhibit	  Q,	  
developers	  could	  afford	  to	  pay	  $20	  per	  BSF	  in	  the	  
receiving	  area,	  so	  in	  this	  case	  $X	  would	  be	  $20.	  	  
	  
Alternately,	  if	  the	  assumed	  receiving	  site	  values	  are	  discounted	  25	  percent	  to	  $15	  per	  BSF	  -‐	  in	  order	  to	  
encourage	  the	  use	  of	  TDRs	  over	  other	  bonus	  density	  mechanisms	  –	  then	  $X	  would	  be	  $15,	  and	  for	  every	  
$15	  in	  sending	  site	  value,	  developers	  would	  receive	  the	  right	  to	  build	  one	  (1)	  additional	  BSF,	  on	  the	  
premise	  they	  could	  afford	  to	  pay	  $15	  for	  each	  BSF	  development	  right.	  	  
	  
A	  further	  iteration	  to	  the	  floating	  transfer	  rate	  concept	  is	  to	  assume	  further	  discounts	  to	  the	  receiving	  site	  
value	  in	  conjunction	  with	  the	  conservation	  of	  priority	  properties	  or	  to	  stimulate	  use	  of	  the	  TDRs	  already	  
held	  by	  a	  bank.	  Determination	  of	  what	  those	  priority	  properties	  would	  be,	  if	  any,	  would	  be	  subject	  to	  the	  
policy	  considerations	  of	  the	  City	  and	  County.	  
	  
TDR	  Capacity	  to	  Meet	  Receiving	  Area	  Demand	  
The	  final	  step	  in	  our	  evaluation	  was	  to	  look	  at	  the	  total	  potential	  number	  of	  TDR	  sending	  site	  credits	  both	  
within	  the	  Inter-‐City	  program	  and	  across	  the	  Issaquah	  Creek	  Basin,	  and	  determine	  if	  there	  were	  enough	  
credits	  to	  supply	  all	  potential	  bonus	  density	  available	  in	  the	  CIP	  receiving	  area.	  If	  not,	  this	  would	  open	  up	  
the	  potential	  to	  either	  expand	  the	  sending	  site	  areas	  further	  or	  to	  allow	  for	  other	  means	  by	  which	  to	  
achieve	  bonus	  density,	  such	  as	  provision	  of	  on-‐site	  and	  inter-‐district	  amenities	  and	  the	  creation	  of	  
affordable	  housing.	  	  
	  
Exhibit	  T	  presents	  the	  results	  from	  examination	  of	  this	  issue.	  The	  results	  show	  that	  in	  looking	  at	  
redevelopment	  of	  the	  entire	  CIP	  (net	  of	  Rowley)	  –	  758	  acres	  -‐	  there	  is	  more	  increment	  available	  in	  the	  
receiving	  areas	  than	  there	  is	  capacity	  within	  sending	  site	  areas	  under	  consideration,	  thus	  opening	  the	  
door	  to	  alternative	  means	  by	  which	  to	  earn	  bonus	  density.	  	  
	  

                                                
17	  The	  values	  for	  the	  sending	  sites	  in	  other	  zones	  is	  irrelevant	  since	  they	  are	  all	  in	  the	  CIP	  and	  thus	  subject	  to	  an	  impending	  rezone.	  	  
18	  This	  concept	  has	  been	  recently	  codified	  in	  the	  Bel-‐Red	  code	  through	  the	  ILA	  between	  the	  City	  of	  Bellevue	  and	  King	  County.	  See	  
Section	  D.	  TDR	  Credit	  Bonus	  Building	  Area,	  under	  Article	  II	  of	  the	  ILA.	  	  
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However,	  when	  we	  look	  only	  at	  the	  portion	  of	  the	  CIP	  that	  is	  likely	  to	  redevelop	  over	  the	  next	  30-‐year	  
planning	  horizon	  –	  204	  acres	  –	  there	  is	  the	  possibility	  that	  the	  currently	  considered	  sending	  sites	  would	  
have	  enough	  capacity	  to	  supply	  almost	  all	  the	  available	  increment	  in	  the	  receiving	  areas	  (Scenario	  3).	  This	  
would	  only	  occur	  if	  all	  the	  potential	  Inter-‐City	  and	  Basin	  TDRs	  were	  extinguished	  over	  the	  planning	  
horizon,	  which	  we	  think	  is	  extremely	  unlikely	  to	  occur	  given	  past	  performance	  of	  other	  TDR	  programs	  in	  
the	  region	  and	  the	  varying	  motivations	  of	  private	  landowners.	  Other	  scenarios	  (Scenarios	  1	  and	  2)	  that	  
assume	  some	  percentage	  of	  total	  TDR	  sending	  site	  capacity	  is	  extinguished	  show	  there	  is	  about	  two	  times	  
as	  much	  increment	  to	  be	  earned	  through	  non-‐TDR	  mechanisms	  as	  through	  TDR.	  	  
	  
It	  is	  important	  to	  remember	  that	  this	  analysis	  showcases	  the	  maximum	  increment	  available	  if	  all	  the	  
redevelopment	  parcels	  in	  the	  CIP	  were	  to	  be	  redeveloped	  to	  the	  practical	  maximum	  achievable	  density.	  
We	  can	  be	  almost	  certain	  this	  will	  not	  occur	  given	  the	  disparity	  between	  the	  average	  FAR	  of	  current	  land	  
uses	  and	  level	  of	  FAR	  contemplated	  by	  the	  new	  code.	  If	  actual	  growth	  is	  more	  consistent	  with	  the	  EIS	  
alternatives	  under	  consideration,	  then	  a	  much	  more	  moderate	  amount	  of	  bonus	  density	  can	  be	  expected	  
to	  be	  seen	  in	  the	  CIP	  over	  the	  next	  30	  years.	  	  
	  
Regardless,	  having	  an	  incentive	  zoning	  system	  is	  an	  important	  and	  valuable	  construct	  as	  it	  enables	  the	  City	  
to	  balance	  nicely	  in	  one	  package	  what	  could	  otherwise	  be	  competing	  objectives	  of	  economic	  
development,	  land	  conservation,	  and	  affordable	  housing,	  while	  addressing	  community	  concerns	  that	  a	  
new	  code	  not	  result	  in	  a	  huge	  windfall	  for	  developers	  and	  eliminate	  the	  ability	  of	  the	  code	  to	  support	  
desired	  public	  benefits.	  	  
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